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, * ACCOUNTABILITY OF EDUCATIONAL INSTITUTIONS. — 
~ FOR FEDERAL FUNDS AND THE EFFECTIVENESS OF. 
_ FEDERAL AUDITS. a ee ae 


TUESDAY, JULY 17, 1970 


; a Hotst or REPRESENTATIVES, — 
- | TNTERGOVERNMENTAL. RELATIONS 
; and Housan Resources SuucdsgMrrree 
‘ “om 0 0 OF THE Cosemivrer.on GoverNMENT OPERATIONS, 
. . my wo Washington, DO”: 
' The subcommittee met, pursuatt to notice, at 9:40 a.m., in room 
2203, Rayburn House Office Building, Hon. L. H. Fountain (chair- . 
‘ man of the subcommittee) presiding. oe te 
Present: Representatives L. H. Founggin. Ted Weiss, Mike Synar, — 
-}. gnd John W. Wydier. a. § hg 8 te 
Also present: Dr. Delphis C. Goldherg, professional staff member ; 
Gilbert S. Goldhammer, corisultant; and Thomas Houston, minority 
professional staff, Committee on Government Operations. | ' 
Mr. Fountdtn. The subcommittee will come to.order. geo ; 
We are short some of our pniagibers momentarily because our parent 
committee, Government Operations, is meeting. The chairman of the 
committee is extremely interested in taking action today on a bill to 
establish a new Cabinet-level Department of Education. * 4 
This subcommittee has had a long-standing interest, extending back 
to 1959, in the management of HIW's programs for the support af 
health research and training’ in non-Federal institutions. Those pro- 
— grams, administered principally by the National Institutes of Health, 
- are aimed at improving the public health through the conquest of 
disease and the development of preventive measures. oe 
While all of us, T am sure, support these goals, the subcommittee’s- 
past investigations have focused on identifying ways in. which these 
important programs could be strengthened through better manage- 
ment.eNumerous hearings were held during the 1960's by this subcom- , 
mittee, and formal committee reports, based on those hearings and 
related staff investigations, were issued in 1961, 1962, and 1967. More 
recehtly, in the last Congress, the subcommittee held hearings to ex- - 
- amine the progress and problems of the national cancer program... 
-E.am pleased to sav tpt significant improvements have been made 
in the management of NIH and other Public Health Service grant 
- programs in‘response to the suhcommittee’s recommendations. The | 
subcommittee is presently reviewing NIH grant. management policies 
and practices, and TF anticipate that we will hold further hearings on. , 
this subject jater this year. 
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2. 

The subcommittee’s hearings this week are concerned. with a closely- 
Telated matter; namely, how the educational institutions which re- 
‘» ¢cive Federal grants and contracts for the conduct of health research 
‘and other restricted purposes account for the use of those funds. The 
hearings. will also examine the yuality and effectiveness of Federal 
financial andits, which are the principal tool used by the Government 
fo ascertain’ that the funds have been spent for their intendad 


Paaee purposes. ; 
Tsay “intended purposes” becanse there seems to be an attjtude, often 


shared by the bureaucracy, that-if the money is spent for a nonprofit 


ourpose that-js contrary to the intent of.a grant, it is, neverthe CSS, R . 


egitimate expenditure. This, of course, is not true. . 
institutional accountability, as measured by Federal audit find- 


ings, appears to be a serious and growing problem. Federal agency 
audits of universities and other edueationat institutions in recent years} 
have identified very large amounts of Federal funds which the audi-. . - 
 tors"believe were iinproperly expended, and even larger expenditures: 7 
which the auditors could not verify because of the inadequacy of the | 


accounting systems and records of the schools involved. 


In numerous instances, the audit findings remain a matter in -dis- 


pute between the parties. Many of the audit disallowances, as well as 
subsequent Federal claims repayment, have. persisted for years 
without u satisfactory re n. This, I believe, is an untenable 
situatjon’ that! calls for a speedy olution in thd interest of everybody, 
particularly the institutions and Yhe recipients of researeh grants, I 
am hopeful that these hearings wiN clarify the issyes and help bring 
the universities and the Government together in resolving these prob- 
lems, which some observers ‘belive threaten the very existence of the 
Natign’s research effort, i : 

The amount of money involved is sizable. For example. ‘in fiscal 
Year 1978, the Publie Health Service alone awarded $414 billion in 


rants, and an additional $966 million in contracts, just a little bit 


low the entire national budget when Franklin Roosevelt came to 
office. More’ than half of those grant dollars went to academic 
institutions. . 

.. The subcommittee will take testimony this morning from the Gen- 
eral Accounting Oijee, an agency of the Congress, and: frpm two 
research scientists! whe have ad personal experience with the man- 
agement of NIH prant funds in major universities. On Wednesday 
and Thursday the subcommittee will take festiniony from officials of 
the Department of Health, Education, and Welfare and the Office of 
Management and Budget. as well as from spokesmen for the academic 
instittitions and fhe research community. < ; 

Our first witness this morning is Harold L. Stugart, Deputy Di- 
rector of GAO's Financial and General Management Studies 
Division. oo . ; 

Mr, Stugart. we are pleased to have you with us, We appreciate 
the work which vou and your colleagues are doing in the GAO in 
connection with the subject matter of these hearings. We would: be 
pleased to hear from vou af this time. 
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"ane General Management Studies Divisto® 


STATEMENT OF HAROLD STUGART, DEPUTY DIRECTOR, FINANCIAL 
AND GENERAL MANAGEMENT STUDIES DIVISION, GENERAL AC- - 
COUNTING OFFICE; ACCOMPANIED ’BY GEORGE. L. EGAN, ASSOCI- 
ATE D OR, FINANCIAL AND GENERAL “MANAGEMENT 
+ STUDIES DIVISION; CLIFFORD MELBY, AUD 
MENT SMS -ACQUISITION~ 
__ MATTHEW SOLOMON, ASSISTANT DIRE : 
DIVISION : ay ge Oe ee 


Mr-Stvdair. Thank yd. Mr. Chairman... - 

Mr, Fountain, Pleasesintrodice your colleagies who are with you. . 

Mr. Stecarr. would be happy todo that. . es 

On my right is Mr, Clifford Melby, who js an audit manager"in-our,,... . 
Progirenjent and Systams Acquisition Division. He was the principal 


Jauditpr on a 1958, repo issted by GAO on “Federally Sponsored 


Research; “at. Educational Institutions, ,a* -Need > for ‘Improved - 
Accountability,” _ : 7 ‘ i 
On imy left is MP. Gearge Egan, Assogigte ae of the Financial 
He is responsible for 
all of our work involving audit standards ynd auditing in other 
er les. ; ‘ : ; ee ; 

LF a pleqsiire for me to be here this morning to ‘represent the 
Comptroller. General at- this gery important hearing on the Ofticesof 
Management ae Budget's Circalur A-21, Cost Principles for Kdu- 
cational Institutions, * hacer . 

Fe would like to relate the revised Cireular A-21 to some, recent 
audit work that G@AQ has done.that looked at accountability of edu- 
cational institutions receiving Federal erants and contracts. 

FAQ) has alwayysupported the need for maintaining accountability 


. fop public fimds regardless of how or to whom thev are made avail- 


able. The Comptroller General recently addressed this’ issue in a 
speech before the Natibnal Graduate University’s 19th Institute on 
Federal Research Grants, [ understand that this speeeh will be in- 
serted in the record but T would like to emphasize just a few of the 
points he made. , 
Publie pressure for accountability in Government has inereased 
significantly in recent years. This pressure for finaticial gecountability 
applies to-all programs of the Government, and colleges and univer- 
sex are not any different than any other institutions which receive 
mbhe funds = in other words, public mancy must be accounted for. ¢ 
Public presstire for fiseal accountability of funds made available for 
university research ts‘especially called for héeause the pubhe often 
has little understanding of what the research actually entails. Fiscal 
vontrols at least offer some degree of assurance that ¢unds are being 
used as intended on nuthorized research, 4 
We recognize that precise, uniformly categorized accounting sys- 
tems may not be appropriate for tniversity research, with its emphasis 
on individual autonomy. The key issue in our judgment, however, is 
how to asstire appropriate stewardship for Federal funds spent in 


. 


4 


§ 


3 


ont financial jprocedures to assure Compliance with existing Federal | * | 


s 


support. of research without imposing excessive controls, direction, 


nd administrative burden on research grantees, 4 
There is an equal need for university cognizance and understanding: 
of the Goverymnent’s role with ‘re@fet to accountability for public. 
funds, Univepsity oflicials also need to thoroughly appraise their aa 


requirements, as well as to present university views concerning pro- 
posed changes togthese requirements. Mutual cooperation bet ween’ the. 
Universities and Wederal agencies is a must if acceptable solutions to 
accountability are to be-found. : “ ; 

JI would like to discuss just briefly OMB's revisions to Clgular 
A-21..OMB’s revised Circulur A-21; Cost Principles for Educat}inal 


distribution: methods, identification and assignment of indirect costs, | 
ahd standards for selected items of costs. However, this circular, ike 


its predecessor, merely establishes the principles for determining costs 


applicable to grants, contracts, and other agreements with educational 
institutions. ' -_ . - ; 

Consequently, for the circular to be effective the accounting prac- 
tices of the individual edieational institution must: support the. ae- - 
eumulation of costs as required by the principles, and must provide for 
adequate: documentatio® fo support costs charged to grants and - 
contracts, = ° = age 

In addition, the cognizant. Federal agencies involved in negotiating 
indirect cost. rates and the guditing of 4hem must asstire that. institn- 
tions are genorally applying the cost principles on a consistent basis... 

Ts the past the accounting practices of some educational institutions 
did not support the accumulation of costs chargeable to Federal grants 
and contracts ax required by the principles. Our review of the ¢ffyg- 
tiveness of ITE W's auditing of these costs charged by edueational in- 
stitutions disclosed this problem as one of the factors’ impacting on 


- the effectiveness of sugh audits. 


_ The provisions of the circular become efféctive- October 1, 1979, and 
institutions are required to implement them as of the start. of their 


fiscal year beginning after that date. We, along with other Federal 


agencies, were consulted on the provisions of the circular before its 
issuance, We believe that if the provisions are properly implemented 
and coupled with effective auditing, they should provide the degree of 
uccountability of public funds needed to insure that the Federal Gov-- 


ernment bears its fair share of total costs of research, 


Now T would like to diseuss briefly a reeent review we made of Fed- 
eral audits of funds made available to institutions of higher educa- 
tion. In fact. T was informed that the Comptroller General signed the 
report this morning. It had been made available in draft to this 
stbcammittee, 

“Each year thes Federal Government provides financial support to. 
over 2,400 institutions of higher education in the forni of grants and 
contracts for research and develépment, facilities and, equipment, 
fellowships and traineeships, and genern] support. During fiscal years, 
197t through, 1976 Federal support amounted to about S143 billion 
and was provided by [4 Federal agencies including the Departments 
of Health, Education, and Welfare: Agriculture: Defense; Energy: 
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- Institutions, issued in February 1979, ile specific principles,on oo. eu eee 
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' the National Science Foundation; and the National Aeronautics and 
Space Administration. * ' a 

Under s cross-servicing arrangement, HEW is responsible for andit- 

my Federal funds-provided to almost aJ} of the 2,500 institutions and: - 
-for providing the results of these audits to the sponsoringyygencies. * - 
_ We evaluated the results of audits made during fiscal years 1974 
‘through 1976 at the 20 institutions that received the most Federal 
support during fiscal year 1975 and for which HEW was assigned 
‘auditing responsibikty. These 20 institutions récejved over $3.7 billion 
of Federal support during the three fiscal years, Our priniary objective 
was to determine the adequacy of HEW’s audit coverage ‘of Federal 
grants and contracts administered by these institutions nk eee 
_ Although HEW devotes a stbstantiat portion of its auditing re-' 
‘sources to auditing Federal funds administered by institutions of . 
higher education, we concluded that some of the audits are not as 
effective us they could be because : 

One, they were not timely. ” ‘ 

Two, the suditors in some cases could not, because of an inadequate 
university accounting system, render an opinion on the allowability. 
of costs charged to Federal grants and contracts—we think this is an. 
important factor because if gets right to the heart of accountability. 

Three, characteristics of 2 quality audit with respect to scope of © 
coverage, sufficiency of evidence, completeness of reporting, and super- ° 
vision of staff were Jacking ip someinstance$. i a ee 
. To be. effective and of maximum use to management, an audit must 

.. be timely; that is, it must be conducted with reasonable frequency. . 
* The Office of Management and Budget has defined reasonable fre- 
quency as annually, but not less frequently. than every 2 years. How- 
ever, we found eters institutions are not audited that often, and 
others may not. be audited at all. — : 

For example, the Audit Agency's Denver office is responsible ‘for 
uuditing approximately 75 institutions. Although it had established 
a 3-year cycle for auditing the larger. institutions, between 1970 and.’ 
surly 1977, it had performed direct-cost audits at only 15, or abdut 20 
percent, of its assigned institutions. 

Similarly the New York regional office is responsible for auditing 
approximately 300 institutions, about. 100 of which have appreciable 
amounts of research funds: A regional official told us that. because of 
other priorities, only two or three direct-cost audits can be performed 
in Any One year) . a . 

a statistics could be cited for the Chicago and Boston regional 
_ Offices. . : .¢ 

Some of the Audit. Agency’s.andits are not as effective as they,could 
be because, as a result. of inadequate university’ accounting systems, 
HEW's nuditors are unable to determine the amount of unailowable * 
costs charged to Federal prants. Tn such situations the auditors are 
forced to simply report that they eanftot. render an opinion on.the 
allowability of the funds. In some cases, the amount of the funds on 
which the auditor could not. render an opinion was significant. 

For example, we reviewed a direct-cost audit. for one university 

. that covered three fiseal years between July 1, 1972, and June 30, 1975. . 
_ During this period the university administered over 8141 million in 
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Federal gran 
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ts and contracts. In its final report the Audit Agency 


stated that. the university could not adeqnately support personal serv- 
ice Costs of $53.7 million charged to Federal grants and contracts be. 
cause such charges were based primarily on budget estimates and an- 
’ tiejpated efforts.of the researcher rather than, as required by Federal . 
“regulation, on after-the-fact certification of the charges knowl: 


odgeable personnel. 


As a result 


the allowability of the costs, Because this audit did not reach a con: *” 


wth 


.the Audit Agency was unable to render an opinion on 


_. lusion en the allowability of 48 pdrcent of the audited funds, there: 


“is no certaint 


“t °° Again this 


4 


y-that valid charges. were made to Government grants. ...... 
problem was not linjited to one university. At another, 


the Audit. Agency repgfted that 4t could not render an opinion on- 


the propriety 

grants and co 

1972, ~ 
The report 


of $4 imitlfon of salaries and wages charged to Federal 
ntracts during the period July 1, 1969, through. June 30, 


‘ * , a . 
on a third stated that an opinien. on the allowability of 


- approximately $58 million in payroll charges fo grants and contracts, 


during the period July 1. 1971, through June 30, 1975, could not be 


_ expressed, 


he magnitude. of this problem can be seen in the Audit Agency’s 

fiscal year 1977 statistics. During that. year, it audited $1.2 billion in 

- Federal grants and contracts to institutions of higher education. The 
Agency reported that of the $1.2 billion audited, expenditures of $419.7 


million. were 


not ndequately documented. Stated another way, the . 


Audit Agency believed that 35 percent of all expendituaes it audited 
wera not properly documented. ; 


Officials of 


the Audit Agency informed us.that they were seriously > 


concerned about their ability to render ati opinion on the allowability 
of cost items becanse of inadequacies in the accounting systems of some 
educational institutions. In fact, the Assistant Inspector General for 


brought to th 


Auditing informed us that HEW is considering the feasibility of im- 
pasing sanctions when institutions do not. correct system deficiencies 


eir attention that would require auditors to disclaim-an 


opinion ok the allowability of charges to Federal grants. 


The last problem discussgd in our report. is the quality of HEW - 


audits of universities. In this regard, all auditors are guided by audit- 


ing standards 
characteristic 
ards are used 

rformance. 


concerning the quality and scope of andit efforts and the 
s of a professional and meaningful audit. report. Stand- 
as both a gute for and a measure of the quality of audit 
Thug, auditing standards are the key to audit quality.. 


he American Ipstifute of Certified Public Accountants—~AICPA— 
and the, Comptroller General of the United States, have issued sepa-* 
rate statements of auditing standards. ' . ¢ 

The AICPA standards apply to those audits thet are made to ex- 4 
pfess an opinion og an organization’s financial statements. The extent 
of testing of accounting and related records is determined by the audi- 


tor, based an 


professional. judgment and experience. ' 


-The Comptroller General's standards ineorperate AICPA stand- 
_ ards, but require a broader inquiry into grantee compliance with Fed-. 


eral laws and 


ey 
{ 


Lo 


ERIC 


regulations than is’ required hy the AICPA standards.. 


' In evaluating the quality of HEW’s audits of institutions of igher 


. ‘ 
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. _° + tducation, we used the GAO standards because ‘Federal audit policy 
oe ' requires that audit performance be in line with those standards. ‘ 
We found that HEW?’s audits of Federal funds administered. by 
institutions of higher education are not always as‘effective as they 
could’ be ‘because they lacked some of the’ characteristics of a quality 
- audit with. respect to sueh matters as audit scopamount of evidence 
Le gathered, the’ completeness of audit reports; and supervision of audit 
staff, This, of course, lessened the usefulnessof the audit results, . 
Wo recognized that a shortage of audit resources has significantly’ | 
. contributed to these shortcomitigs and this reconimended that the 
ia Inspector General assess the priorities to which his audit staff is as- 
Te conga nos amped tesee Tf wdsitionglstlortcoitd be devoted tomtiversit yandits: | 
_ | “Lo some extent this Would take care of the audit eyele problem. 
, In addition, we recommended that the Secretary. of EW: . 
' One, establish a cycle for auditing the institutions assigned to it - ‘) 
. that will-result in more timely audits, - ; 
i _ Two, audit in. sufficient depth to vstablish the allowability of costs. 
-- claimed by institutions. s ie ae 
' ‘Three, insure that audits are conducted in accordance with the GAO 
" standards, as | = 
"In response to our report. the Inspecter’ General of HEW stated _ 


that: : 
One, the Department hast been able to implement a firm cycle 
for auditing institutions of higher education because of insufficierit 
andit resources. t. ; ; - —  & 
Two, the Audit Agency will continue to try to develop effective . 
“extended” audit procedures to close the “accountability gap” created 
by unauditable university systems. eee yoy “he 
_ Three, the Audit Agency will provide new policy guidance on audit 
' technicalities to improve future audits. os 
- He also said that. recently, additional andit. work has heen done or 
‘ scheduled at four universities. ; 3 . a ky 
as Relative to the accountability gap, the Inspector General said that 
e. THEW Kas'a major program of reform underway to include, one, 
: simpler Federal regulations without loss‘f safeguards; two, improved 
procedures for the prompt. resolution of audit findings; three, early —. 
audit review service on, proposed changes in institutions’ accounting 
‘ < systems; and fom sanctions against institutions and individuals when 
; corrective actions are not taken in a reasonable time period. 

_ ‘Th stimmation. we believe that the implementation of A-21, coupled. 

\' with, (imely and effective unditing and reporting; should provide: ° 

greater accountability of publie funds at educational institutions. . 

This coneludés our prepared testimony. Mr. Chairman. T would 
be happy to take any questions yon might have at thistime. —.« ; 
_ Mr. Focxrain. Thank you very niuch. Mr. Stugart, fora very in- 

‘formative statement. A 

Before we begin our questioning, I would like to take this oppor- 

os tunity to place £1 the record a paper by Comptroller General Staats, 

‘ ta‘whith you ferred in you statement. This paper is entitled “Fed- - 
eral Rgserrch’ Grants:. Maintaining Public Acequntahility Without 
“Fnhibffig Creative Research.” Tt appeared in Scierice, volume 206, 
Foly 1979. " . ; . - _ 

y  * The ,article referred to | follows :] Fe ee 
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- . Me. Founrdrn. On Jane15, 1970, Mr. Stugart, the General Account-; < 
*  . ing Office imued a report to Congress entitled. “Gnint Anditing, «a, . 
-. a» Maze of Inconsistency, Gaps, and Duplication that. Needs Overhaul- 
Ne Pussume you are famijiar with that. °°. ocie 
r.Sruaarr. Yes,sir, | Ok ae ' Tt : 
-- Mr, Fouwrain. The report states that. Federal grants will total —. 
about $85 billion in 1979. That is a-staggering sum. At this hearing 
WO yee aig concerned, however, with grants and confracts 
= audited by HEW in institutions of higher education. Is that report 
- applicable to HEW’s. auditing activities in educational institutions? 
ee Mr. Srugarr. It is to.a degree. However, this is one area of ae 
= ‘wherein the Offics of Management and Budget hus assigned IEE 
specific responsibility for all audits of Federal funds going to uni-° 
versities. Therefore, it isthecognizantagency, 
One of the eulphases of that report is¥hat OMB do more of that and — 
assign cognizance to grenties at the State and local level, so that there. 

' aronot a half dozen ayditors coming iri at varying times during the . 
‘ ,. your and conducting audits of just ee agencies’ small part of the © 
‘ : action.. . e : re . a eee ; . ee os 

Mr. Founratn. Are you in a position to state whether ornot HEW 
xrant auditing is included in the characterization, made by "GAO: | 
namely, «. maze of inconsistency, gaps, and duplication that needs |: 


- 


overhauling? | 
Mr. Sroaarr. Mr. Egun vies prvi tothat,.  .e- ° 
Mr. Ean. When we looked at that agency, we looked at'many Fed-_ 


‘eral agencies where grant auditing was done, HEW being one; HEW, 
Community Services Administration, Department of Labor, Cqn- .. 
- . merce, Interior, et cetera. They are part of the overall evaluation of = 


' that report.: . — 
Mr Poumrarn, The HEW Audit Agency is the principal auditing 
agency for grants and contracts to educational institutions, but many 
audits of colleges and yniversities are made by other agencies such as 

. the Defense Contract Mudit Agency. Do all Federal audit agencies _ 

“ "use & standard audit guide? Are their findings of equal validity? = * 

’ "Mr. Sruaarr. No, sir, they do not. That was another problem 

‘ ... addressed in that particular report. We are concerned that the number 
- © Of audit guides is proliferating. There are some 50 of which we are 
awaro that are beiag used for various and sundry.grants, es 

"We have undertaken « major effort in our office, along with the Office | 
of Management and Budget, to come-up with a single audit guide that 
-Fedoral agencies, State auditors, or local. auditors can .use to audit. . 
Federal funds flowing toa State or local jurisdiction. a 

Mr. Founratn. Do you think it would be possible and practicable to 
havea single endard and lide? Sele oh we 
_ Mr. Sruaarr. We think that is very posgible, at least a guide that 
would be a contra] document for use in an audit. There may be a-need: ‘ 
to supplement it with an errata sheet here and there, but we are 
definitely convinced that is needed. kof . a, & 

Mr. Founratn. How do you account for the fact that some 50 dif- 
ferent audit guides are available? =, - 

Mr, Sruaarr. One of the reasons that we are given is that those audit _ 
guides are often written to not only meet, the requirement of the audit 


"nse of if2 7 
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standards but to meet the needs of agency program people and to cover ~ 
_ Specific progr aspects that the program mansgors have a desire for.. * 


hat is one of the reasons, 


“Mr. Fountain. Do you know how those Federal audits compare in’ 


quality, validity, and consistency with audits at educational institu- | ee 


_ Hons made by private accounting firms? + te nc ee 
’ Mr, Srcaxt. To-niy knowledge, we have not made that comparison. 


Wo reeently.did a review of the quality assurance of Federal agencies |. 


_of CPA audits. We had some problems there, but we have not Inade a” 


.) 


“comparison of thetwo. | ees ee 3 
Mr, Founvarn, In your opinion, are there any practical alternatives - 


.. to the audit us a means of encouraging and secuging the proper use of 
Federal funds by the universities; that is, that the funds are used for. 


the purposes for which they were awarded ! Mg PEE 

_ Mr, Stodanr, We think there will always be a need for. a. certain 

amount of guditing, You can never eliminate auditing entirely. It is 
rt of the control system used by manageiuent to gain accountability. ° 


‘We do not think. you can eliminate the need for accountability. We ~ 


“recognize the need for ucademic freedom and research, but there is also 


a clamoring by the publie of this country for accountability‘over the 


Federal dollar. - ¢, 
Mr. Wypter, Would the gentleman yield? - ¢ 
_ Mr. Founrary, Yes... | 


v 


és Fi ~ 


—uselesssother than maybe for the fear factor they may create in, 
minds of the institution? What you have testified to here is thatall the 
‘Tesults of the. audits tell you is that there is a great deal you do not 
know, That is what I summarize,out of the material, . . 
Tf you conduct an audit and say you really do not. know what hap- 


- pened to 40 percent of. the money, I do not think that, is worth.any- 


thing, personally. The question is do you just keep! ducting these 


kinds of audits because you are able to say to people,"“We are andit- 


> ing,” when ineffect you are not really auditing effyctively ? What is the 


Mr. Srvaarr. T agree. a oh 
Mr. Wynter, That is the bottom ling to me. It is not just. that we bre: 
going through the audit procedure aud we are going to have twice as 

_ Many andits this yearas we did last year. What difference does it-make 
unless the audits mean something when, yor.condnet them? 
Mr. Strearr, T would agree 100 pereatt: sit, One of.the things I. 


. Pointed out: in my statement ‘was that there is a need for improved . . 
‘andits but one.of the wrys for being able to come up with a better audit 


is Some standard of atvountability which av: auditor can measure 
against tocmake. tue that the Federal Government is’ getting what it 
contracted or made the grant. for. Pe A ge aa 
Mr..Pounrsin. I think that is probably what will come out of these 
hearings. You cannot audit something that is not there. Thie question: 


-ability within the institutions themselves. ; — ‘ 

Tn order to Re absolutely eloaren:the meaning of the last séntence on 

_ page 2 of your statement: to whom goes Your term “research grantees” 
* apply? Ts it the university. or the principal investigator? 


rh 
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is how dé we bring about: better auditing systems and, thus, aecount- 


2 . 


Mr. Wtpiex: The question you;have to ask yourself is whother it ; 
q ¥ ) 


pays to spend taxpayers’ money to conduct audits that are pventually | 
mie 
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‘accounting -processis carried on by the institution itself. - 


e |. 
yo oy , ' 
“Mil Sowoanr, Under the current organization of unive 


< sity research, 


At would have to be the principal investigator, but in term of account: ~ 
ing. We feel that the university hag z role to play, too, becalise they are 


principal investigator. \* . ges 
. Mr, Founrary, I think our hearings will disclose, based othe infor- . 


involved. The way the research is conducted is pretty nidh up to thé, 


mation we already have, that in many instances the principal investi- 
. Stor does not have the-slighest iden how the funds were spent. The, 


Mr, Srvcarr. Yes. bi. ©  . 
(Mr. Founvarn, At page 3 of your prepared statement you say, 
“There is an equal need for university cognizance and understanding 


‘of the Covernnient's vole with respect to accountability for public 


funds.” Can we asstine or are we fo tissume from this statement that 


nniversifies generally dp not now recognize. and understand the Gov- 
ernnient’s role with respeet to accountability for publie funds? 


Mr, Srvearr. [think they dave an understanding af the. need for — 
“necountability, but in the past the track. record lias been that their. 


primary voncern is with conducting tesearch and not with accounting 
for the Federal dollar, What we are saying is that there is a happy 
medium that needs to be struck between the Federal agericy’s teed for: 
fevdback on how that dollar-is spent and the research results: |... 
- Mr. Fouspars, Daring the first hearings in which we examined the 


manner in which the National Institutes of Health were managing 
otheir. grants, the head of that agency testified quite frankly, because 


this was the first time any committee of the Congress had ever exercised 


tO of that igstitition’s administrative policies and practices. Tn” 
. ‘e + 


growth of that cooperative effort.The, university community as well | 


ect, he said, “E don’t think it matters how we handle the money after 
Wwe have selected the grantees. After we award the money, it is up to the 
Hrantees to do the job." me , : . 


. ° ¥ : 


He ix right; ft: is up to them to dé the job. However, he Jater eame_ 


back at another hearing and, after he had seen the revelations of the 


s ‘ : . a . Aa : 
hearings, admitted that his statement was in error, that NIA does have 
# continuous management responsibility and the Congress expects them 
tocarry it out. 


ia. 


In that connection, NIH was using a superficial auditing system ‘at. ; 


that time which was next to useless! “ fae | 
‘On page 3 of your prepared statenent von say. “Mutual cooperation 
between the universities and Federal agencies is a must if acceptable » 
solutions to accountability are tobe found.” 2+ a 
What is the existing situation taday on such mutual cooperation, if 
you know? | # e 
Mr. Stvaarr, The Li Seg of revived OMB Circular A-91 is an ont- 


ax HEW. GAO. and OMB was involved. There was cooperation in 
coming up with those revised standards. uo 

“Now the real question is whether-they wall-be applied as intended. 7. 
think that will gow long way toward solving the problem. Z 
_ Mr. Forwrary. Yon discusséd-briefly the Office of Management and. 
Budget’s revised Circular A-@T entitled Cost Principles for Eduea-. 


tional Institutions which you note “merely establishes the principles ° 


for determining costs applicable to grants, contracts, and othor agree- 
menfs with educational institutions.” nos ae 


ee 
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statement, T got the impression that the earlier \ersions of Circular _ 

A-21 have failed to bring about an acceptable solution to the university - 

‘accountability problem. Is that correct ee ke ae 

Mr, Srucanr. That is our fecling, They were not specifie enough to, . 

‘give the kind of guidance to universities that we felt was needed. > 

Mr, Founrary. Would you identify the changes in the Cireular A-?1 

_ revision that ure expected to remedy tho past inadequadies with this 

. statement of cost principles. For example, is there something in A-21 

_that will: resulé in more, or better, documentation to support - costs 

 charfred to grantsf. 55.” oe get oe - 

Mr, Stucarr, One of the arcaythat Federal agencies and the univer- 

sseurch community have been at odds on is how to account for 

nel costs, the principal investigator’s salary costs, and which 

. costs should be charged to the Federal grant and which costs should 

zed to the university. That has been a continuing problem. 

They have used two-different bases, One, prior to the revision of. 

, A-21, was the expended effort basigwhicl: really, ftom: what we could. 
tell in HEW’s past audits of persohnel costs; was merely a reporting 
that coincided with budget, estimates for that particular research. °° 

oh Thw.new.standard-calls for ugnitored workload reporting, That re- . 

“a quires # statementpefore the fact accounting for 100 percent, of the — - 
principal investigator’s time, and. then any deviation from thdse esti- 
ate are to be voported back to the sponsoring agency. We think this 

-will help. . : 3 

Mr. Bours: To emphasize that point, if appears from your state- 

ment, and from GAO's draft report on HEW anditing of educational . 

institutions, that-the biggest problem is the lack of adequate documen- 
tation of salary and wage expenditures. ; 

_ = | Forexample, you state on page 7 that in a review of $111 million of - 

; Federal grants and contracts money expended by one university, the 
university cotild not adequately support personal service costs of $53.7 
million. That is almost half of the total amount expended ! 

Hfow can this'situation be remedied ? — 

Mr, Srvcart. We think if monitored workload reporting is imple- 

mented it should help. There again we feel it cannot be implemented 

in the breach; that is, go back to the old system of reporting costs in 

accordance with the pro forma statement that comes in. Any deviations 

from the estimates must. be. reported. We think they can account for. 
%& those personnel costswithout hindering freedom of research. 

‘4 Dr, Gorpners. Under the revisad Circular A-21, isn’t the implemen- 
tation by educational institutions of the monitored workload system 
optional ? ' - 2 nn ie 

Mr. Srvgart. Yes: this was one of the problems GAO had with it 

_ when we issued our 1978 report, but. we have taken a, position that we 


will Jook at it and sce how it is implemented. - . 
_ ‘Dr. Gorpsera. Do you have any information.6n how many institu- 
tions ure electing to use that system of documentation? 
Mr. Stucart. No, sir. T de not. We can try to obtain that. 
-TGAO reported that it was unable to obtain this information.] 
Dr. Gorprers. Tt is your position, then, that if this type of workload 
documentation were widely adopted, it. would go a long way toward © 
resolving the problem. With respect to that. system. you said any devi- .. 


As I listened to vou and allowed i este in your prepared. 
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ations after the 6 tact had to ite reported. Doesn't the circular say any. 
“*signific, unt” deviations?. 


_Mr. Srucarr: Yes; 1 should correct the record on: tliat. Tt « S say’ 


: “siomificunt.” xo small-amounts of variance would not be reported. 


ae Goroneka. Would you distixguish between a eae cant and an- 
significant. change ? , 
fr. Srugarr. That isa problein. In the circular there i is no standard 
ven of which Tam aware, © - 
Dr. Gorpnere. Tt is simply g statement of principle. em 
* Mr. Srveany. Yes, that is right. As T said in my statement, it is a 
“statement of principle. The rea} final chapter will be written in the 
implementation. 
Dr. Goroners. Are we any farther ahead, in reality, with a principle 
that says significant changes must be‘ reported, if none of us: + really 


. knows what a significant change is at this point? 


Mr. Sroasrr. T think we could i improve upon-that; yes: As an office 
wo have taken the position that we would be willing to wait. and see 
how if- is ‘implemented. We discussed. our concern, of course, during the . 
revisions, © ‘ 

Mr. Fot'nrar, T contd not. help but feel as you were speaking that. 
even'Tf.yan discoverdn advance a defeet in the circular. or an ambigu- 
itv that niay-well be interpreted differently and have differing results 


_ which ‘are<indicative of lack of aecounfability, you will wait for its 


implementation befar secking change. Why shouldn't: the circular be 
amended now? 
Mr. Srvcarr. I think i in the, disenssion—and T was not party to the 


roe 


in 


‘actunl discussion on: the revision—thére was a need to come uP wis a 


-conipromise with which everyone could live. 
Mr. Fornrarn. They have not. been able to do that as s yet. 


Mr. Stvcarr. They have tot: been able to go beyond the’ standard 7 


that says significant deviations will be reported. 
Mr, Fouxtarn, You state on page 2 of your statement. _ 


Thin presxure for financial aacountability applies to all programs of the Gaov- 


~ ermiuent, and colleges: and univoraities are not any different.than any uther 


institutions which reegive public funds -- public money oust he accounted for. . 


T make that statement as a preface to this question : Will you define | 
for us “finanéial neeountgbility” as you use the term? What. are the 
elements of financial accountability ¢ : 

Mr. Srvoarr. As far as T am concerned. ‘T have to break if into two 
“points. From an aceountant’s standpoint, accountability i is a question 
of how well those funds are spent. and documented in terms of the dol- 
lars made availahle, final expenditure reporting on those dollars, fiscal 
aeeountahility. and that type of thing, The other side of the coin is the, 


~ research product itself. We are not iddressing that.in A-2t at all. 


MN Fountain, Tn other words, it. 1s a simple. olemeatary: process. is : 


it Not. that requires some kind of docnmentation-to show where: the. 
funds received froni.the Government went?:. 

My. Strvaarr. That is right. Purchase orders for siipplies. travel or- 
: dem, a-vatteher for travel under: the grant, and those kinds of things 

shoulit he available. “ 

Mr, Founrarn. Wai you have been telling us this morning, is that 
you have not been »ble ta discover that. in many institutions. 

Mr. Sire GART, Jy rmany cases that is correct. 
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Mr. Founrary. Our concems ate with the proper tse of Federal’ . 


funds, but T think the Government is-not the only source of research 
funds for colleges and universities, Funds ure also available from 
private sources. an eee would be grants from the American Can- 
ated to cahees. 7 a ae ae j 


No you know whether, in the niain, private funding. agencies-de. ° >” 


nind accountybility-for the funds they provide to.edueational in- 
stitutions in’ the same manner that Government does? , 


Mr. Sruasrr. 1 do not really have.s feel for tliat. T have with me . 
fhis morning’ Matt Solomon who'is Assistant Director in charge of _ 
ourtwork at NIH, They have been doing quite a bit of work in looking: 
.. at the accountability of NIH funds. They have some work underway, -** 


“Mr. Fountain. Mr. Solomon, did ‘you hear-that question? 
Mr. Sonoston. Yes, sir, I did 
“Mr. Foungatn. Could you answer it for us? 


Mr. Soromon. T cannot answer completely, sirt but I can mention . 


that we have been doing some work in comparing with. regard to 


indirect costs: what the effect-is ‘with Government grants and nse 


rints received from others such as the American Cancer: Society. 


hey do nbt account for their funds nor do they have the same requires. 


_Ments to account for their funds, as the Federal Government now 

“requires. Tlowever, T cannot. speak specifically as to what extent they 

_ do require accountability. Tt is nof as extensive as what is reqnired by. 
’ ' ae . ‘é 


- the Federal Government. 


Mr. Fousvsaiy, T can wtiderstand that. 1 think there is a different 

* degree of responsibility. The American people do not know. very mucli 

about how their contributions are spent hy the various private agen- 

cies sueh as the American Cancer Society and others. I never see a 

spublie. documentation of how those funds are spent, I think it is, ex- 

‘pected that. they will be spent, generslly for the purposes for which 
they ure intended. ets i 


-However, here grantees are spending money which belongs to all’ 
Americans, who expect those in authority to see that it is spent effec~ 


tively, prudently, and-honestly, Would you agree with that? ; 
Mr. Srvcarr. [ would agree 100 percent. When people make contri- 


butions to charities they really do not ask -for an accounting, but-the . 


‘taxpayer is asking us for an accounting of how their dollar is spent 


and witha louder voice lately than it-has been. . 
Mr. Fountarn. You state also on page 2 thats“Colleges and univer- 


Sities are not any different than any other institutions which-receivo - 


public funds—-public money must be accounted for.” 


_ “Then ‘you go.on to say that because of emphasis on. individual , 
- Antonomy in university research, perhaps universities are different in - 


an acedunta bility sense, F think you touched upon that. You said, “We 


"recognize that precise. uniformly categorized. accounting systems may. 


not be appropriate for university research,” a oF 
_ That’prompts me to ask: Whag is the minimum amount of financial 
Accountability which_the Federal Government can secept from col- 


leges and universities, in view of this emphasis on individual au- 


tonomy, and still provide adequate assurance that public funds have 
been'properly spent# . 4 


21 


17. _ . : | A tee, eee 


" 


mand the establishment of separate ahd elaborate accounting systems 
to account for the Federal dollar, but I do think that Federal agencies 


_ spent, atleast 3 separate accounting for it. If not a separate accountin 
~ \ system, thin there should be a separate accounting of the Feder 
x7 prantdollar. . +) ~ ot _ 
— I would like to read from @ letter that the Comptroller General 


sent to. Mr. Richard Sessions; who is administrative director of the. 


aw Centet for Uleer Research and Education in-Los Angeles, on May 14. 
“+ - | The thing that prompted this letter was a paper that Mr. Sessions sub- 


mitted taking issue with the need for accountability, The Comptroller’ 


-_, General said: Ses _ — 
_ You rightfally point out.that the small number of cases we reviewed could 
not be considered a statistical sample. — ee — 

This is going back tothe 1978 report. = 


We did not, however, attempt to review a sufficient number of cases to develop | 
& projectable sample, rather, we were building on the number of reports that «| 


‘have been isiued over the years by HEW and other Government, agencies. We did, 


ulderation, and requircd corrective measures, * * * ee 

_ « Wé belleve it is just ag much in. the intereats of grantee institutions to have 
“.. good accountability controls over grant funds as {t ig in the interests of the U.S. 
Government. It really serves no useful purpasg for academia to reiterate that peer 


group reviews of the quailty of the research accomplished should be sufficient to 


guarantee the “accountability” for Federal funds. We wholeheartedly believe — 


eee must be financial as well as professional and quality accountabil- 


If I may, I would like to submit that letter for thd record. 
. [The letter referred to follows:] 


v 


a ce | E should be able to expect*the university to tell them how that dollar was _ 


"4" ty our oplatogs do enough work to satisfy ourselves that the problems reported | 
-_ _ by these agencies in the past were serious, were worthy, of congressional con- 


Mr. Fountain. Without objection, it will be made a part of the — 


“<-- M, Srucarr. I do tiot think the Federal Government should de- 
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f ’ My... Richerd A. Sessions. 

, ‘Acninistrative Director 

enter for Ulcer Research and 
tducation ‘ : 

bos Angeles, Cajifornia 90073." . 

he Mr. ‘Sessions: . . 

Thank ‘you for your letter of April. 11, 1979,, forwarding your paper 

entitled “Federally Sponsored Research at Educational Institutions -A- 


Need for Improved Accountability." As you requested, ? would like ‘to > ° 


‘Gffer the following comments on your paper. ~ ee: 
Coe Your initial criticism of our report relates to if study metho- 
- or -Gology. You rightfully point out that the sma))<numbdr of cases we. 
‘ revigwed ‘could not be considered a Statistica) sdiple 
however, attempt. to review a sufficient nusber of*cases to deveTop a 
‘projectable‘ssmple, rather we were bui Tding on the number of reports 
that have been issued over the years by HEW and other Governmentagen-- 
_ cies: We did, in our opinion, do enough work to satisfy ourselves 
* that the prodlems reported by these agencies in the past were serious, 
were worthy of. Congressional consideration, and required corrective 
measures, - Dy Pts rs 


i . 1 * ‘ ‘ 
',. My principal problem with your paper is that it does not serious ly 
address the real need to foster Public trust and confidence in’ the .man- 
ner by which the Govgamment accounts for and administers fuge sum of 
Grant monies. You dwell on the cost of implementing additional account- 
Ang controjs, but you ‘fail to recognize the serious costs in.terms of 
credibility and trust ‘of not ‘having good controls. We believe it is 
just as much in the interests of grantee institutions to have good ac- . 
. « ountabili®y controls over grant funds as it is in. the interests of “the . 
' ‘United States Government. It really serves no useful purpose for aca*. 
'  demia to reiterate that peer group reviews of the quality of the’ research 
_ accom yishéd should be sufficient to Quarantee the “accountability” for 
Federa) funds. bie wholeheartedly believe that there must be‘ finantial ~ 
as well as professional and quality accountability. I discussed this | 
distinctign in-the kinds of accountability for university research in a- 
speech which } gave on April 10, 1979 {copy enclosed). 4 


- <7. certainty agree with you that ‘the: problem is to find an accept- 
able and cost effective method of public accounting for grant funds. 
? : e 7 - : . ; en 1 


We did not, © 5 
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* We in GAO are just as: interested as you aresin keeping the cols of ac- - * 
- Cousting, admisistration, and paper work to a minimum. UKith this in F 
“mind, we would be happy to work with “you, with the accounting profession, .. 
and with other interested parties in attempting to develop a reesonpble 
and effective method for satisfying a1] of our objectives. , 
‘ > : : : - : . v : 

As You may know, we have followed the wark of the National Commis- 
sion on Research since its establishment and heve kept in touch with” 
members of the Comittee on Accountability. Mr. Osmund Fundingsland . 
“af our Program Analysis Division hes been ‘our liaison. to this ‘group, 

If you would like to discuss this matter further, please contact him. 


eG 


‘Sincerely yours, ' 


SIGNED) EL ee IANS 


Comptroller General hs 
of the United States 
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E : ae , , ‘ SS fe th ae 
~ Mir, Forvrarm. You also say'on page: 2—and page 2 seems to contain 
a lot of infofmation prampting gikstionse “The key issue * * * is 
- hay to assure appropriate stewardship for Federal funds spent in sup- 
port of cia without. imposing excessive controls, direction, and”... ; 
“s. administrative burden on teseareh graritees.” > dhe 6 
. + Now ¥ know 'the answer to the question I am going ‘to ask you with 
“5 . respect to some agencies like-NIH because wa have had contact with 
them in the past, but I would like your opinion as to whether or not 
Government regulations in the past-have itaposed excessive controls, 
. directions, and administrative burdens on research grantees. 
tae Mr. Srogart, I think the answer to that. depends to some extent on ~ 
- _ one’s perception. If you weretalking toa researcher, he would probably 
.. | tall Pe yes, I do not happen to share that perception. a 
Mr. Fountain. Mr. Stugart, T have one of two questions concerning 
GAO's Angst 18, 1978 report. entitled “Federally Sponsored Research 
“at Educatiorfal Institutions, A Need for Improved Accountability.” IT 
'.  amsure you are familiar withthat. =. 0-0 oo 
| - | Does GAG stand by: this report or have-any developments since its - 
oa. issuance on August 18, 1978, made this report outdated? I have heard. - 
atumor that GAO is not satisfied with that report. ar 
Mr. Srwaant. I think the letter from which I just quoted pretty wef 
j ‘Spells out the Comptroller General’s position on that. report. We do not. - 
.j 4 think it is outdated. We stand behind it. We recognize that our sample 
: i * was Hi, but that sample ‘was supplemented by the work of HEW 
_ and othér organizations. We stand behind it. ‘ . 
‘Mr. Founrarn. I realize you had already substantially answered — - 
_ that question, but T wanted to have the question preceding the answer 
_ 60 that the record would be clear as to what we are talking about. - 
_The:report also has, at page 26,GA0’s conclusions and recommenda- 4 
- tions, It is stated, “Widespread misuse of Federal research dollars has 
<°* béen reported’ by HEW and the yews media. Our review has confirmed 
' .. that such misyseis occurring.” | 90 0 0. . | OF ees 
a By use of the words “misuse is oceurring” does GAO meéani that th 
misuse is widespread ?-Tf-s9, how widespread? 
_™* Mr. Stuart. T think I would defer to Mr. Melby on that question: 
. He was'the principal auditor-on this particular repart. He knows the 
work much. better than Ido. -~ . yw 
. _ Mr. Merny. Yes; eVen though our scope was small, we felt that the 
° “types of misuse that were being reported by HEW auditors was simi-: . 
lar to what we had uncovered even in oe tinted scopé of review of 
. only 25 grants at 6 majorinstitutions. The types of findings were simi-, 
Jar, Tn some cases the dollar amounts were. admittedly insignifi It 
depends on which side of the fence you dre on. However, we feel t 
. we found in our limited audit versus what the others. found lent c i- 


~ 


 , bility thatit was widespread. _ _— Pee a ee eee 

'- _Mr. Founrrary. The report. also states that these problems, which in- 

', clude the misuse of research méneys by institutions, “can be minimized 
by the development of more definitive cost principles for both the insti- 
tution and the Federal auditors, * * * more oversight by the grantor . 

. Agencies with respect to how research moneys are being spent, and in- 

. creased Federal audit effort.” meen. - 
Let us examine-thaf last part-—increasing-the Fedbral audit effort. 
Ordinarily. T would look upon that as a reasonable statement. How- - 


ry 


over, hasn't the Government ‘during, the jest 20 years heen steadily 3 in- 
creasing the level of effort in anditing at at educutional: institutions? 

Mr. Srvearr. Have we done that ? 

Mr. Eaan. That is a good, question. IIEW’s internal audit'stad his 
approximately 1.006 auditors at this time: They spent bout 165.ta 200 - 
man-yeurs of effart at universities the lgst couple years, Ido not think 
“that. is too far off the record, in terms of the umount of money being. 
spent, * ¢ 

Mr. Roum! Are they just socializing there or are they vetting 
Some results ? 

Mun Eean. Nb; a tink they get results, They are workiig very hard 
“ta get some, especially the direet cost: work. ‘The problem ‘associated | 
with it which T thik is very frustrating from the auditor's standpoint — 
isto go in and spend time anditing and then find ¢he accounting sys-. 


aosde 


.tems are in such a disarr ay.cThey make-a recommendation that the , a 


liniversities correct. that situation, and they come back 3 yeurs later” 
“and find the same sittiation. existing. It anly stands to reason that: if | 


“some sanctions are not Imiposey, upon the universities, they will con- 


“tinue th disregard the auditors’ figdings 


Mré Founrarn. Rut you are saying, e that. there has been a stendy i in- 


_ creas inethe level of effort in auditing educational institutions. 


¥ 


. Whether ot not that is adequate, af course, is another question. 
Mr. Eeaw. I think that isa fair statement. 


aa oo Pon Aan. Has that been effective. in your opinion, in minimiz-. 


ng the:tnisuse of Governnetit ‘funds? I think you probubly ‘have 
already answet red that, but wilF you answer iti in diregt response fo the 
“cquestion # 

Mr. Baan. It is hard to measure the overall effectiveness of the. 
“MEW internal audit. I think the work that they doi in a lot of eases is 
very effective. Dhe-situations that they highlight in terms of indirect 


‘cost problem$"or direct. cost. problems are ones which the universities 


‘ ' 


* should: be cornpet: 


Mr. For nee Pith respect to more oversight by the grantor agen- 
cies regggnmended in your report, it is my understanding that: there 
ina tre toward Tessening: ‘Federal monitoring. and placing a greater 


emphasis on encouraging the universities to improve their accounting . 


systems. Ts my,understanding correct? 
Mr. Srtearr. 1 do not havera real good fool for it. As George Egan 


indicated, ITEW"’s level of effort has been relatively constant, over the” 


past fow years, but there hax been a significant incrpase.in the Federal 
dellar flowing out. You mentioned $85-billion.a year. * Ws 

- Mr. Mexay. [ think the program people do: not really play a “real. 
active role in this. Perhaps there should be more grantor agency over- 
4jeht. At least maybe an NUE representative every so often conld £0 


‘ ont to the university and Jook at the administration of NTL evants. 


Also, in this report we felt that universities themselves through: ‘their 
internal audit mechanisms could play. a role to assure that these funds 
were properly accounted for. 

Mr. Fountary. Huve von detected in your studies, investigations, 
and auditing. any fecling, which we have.seen displayed on the part 
of some heads of agencies and those workihg under them, an attitude 
such. as, “Well, these funds are for the benefit of this institution and 


. 


¢ 


s 
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» they are going there anyway. Tt is not so important, that we have the — 


kind of system! which enubles us to - know precisely how they are spend- 


> ing those funds; it is going for a public purpose anyway.” Do you | 
: ’ . . 4 - 


detect any of that kind of attitude ?- an 


Mr. Srecanr. I do not get a sense of that attitude, but T do-got a ..* 


~ sense that. the ‘top ponty of agency progrim people is petting the 


. « 


> funds out as opposed to xccounting for them after the fact. - 


4 


Mr. Fountain. T think that seems to he the attitude with+espeet tq, 


x fot of agencies. We have been taking some testimony on the student . 


loun program: which we have not completed yet. We found that gettin 
prog ' P : & & 


Pip _ the money out was awfu)ly important, but no effort. was made to do 
_ wdthy collecting antilthey finally discovered that hundreds of millions 
+ of dollars had. been unpaid‘and that-metiy af the people.who had te- |. - 


~ ceived the logins or gotten the grants had hud good Jobs and been draw- 


ing substantial salaries fora number of years hut made no repayment’ ~ 


stall for those loans. There fore, it seems to ne that-—-— ‘ #eO 
Mr. Wvorer. Some of them are working for HEW. i uae, SO. hem 
Mr. Forniarn. Xes; some of them are probably working for IEW... -- 

‘Maybe the gentleman has in mjnd some that-I do not know abc ut. It! 


i is sor widespread that - am pretty ste that all of the agencies may” © 


Have some. - ; ae ; . Fe ee = 
GAO's report. on. the HEW Audit Ageney performance, which you, 


testified ‘wais-released just this morning, revealed. a number of audit’ « es 


inadequacies as we gxumined the draft which you had made available 


_ tovux. Init GAO Says, “One, HEW’s audits were not timely. Two, be- 


cause of inadequate university records the auditors in some cases could + 
not rendér an opinion on the allowability of eosts-charged to Federal. ° 
#rants and contracts and three, in some instances audits did riot come 


“up tothe quality expected because the auditors lacked adequate scope 


” 


- Of coverage, sufficieney of evidence, completencss of reporting, aid 


supervision of staff.” - . oT a 
Among the HEW audits which GAO reviewed, did you encounter ~ < 
any ii which the HEW auditors were, in your opinion, overly de- 


‘tmanding and. unreasonable in yveqnests made to the.wniversity, too. 


sfrief in interpreting the regulations, or unjustified in reporting. the 
vesnlts'of the nuditsas thevWid$° ; ves a #8 
Mr. Srucart. Fam not aware of any. Mr. Egan may be. 
Mr. ean. We are not aware of any, Mr. Chairman. 
Mr, Founrarn, Mr. Melby, are you aware of sny? ~ 
_ Mr. Metay. No, . : 7 
Mr. Founrarn. Can we assume then from-your testimony, however, 


~ that in some cases auditors wore too Tenient during the audit, asking | 


for too little documentation of costs and-not digging enough in order 
fa gef evidence from: which té “defermine whether costs charged to; 
Federal grants and contracts are proper?) ge. 
Mr. Svuaarr. I think part of th t problem is thet it would take an - 
‘dinate nt-of audit resourets. You would almost have. ta: re- 


_ wonstruct the. aécounting system to come up with an opinion on some 


‘atthe institution, no documentation™~ 


‘of those expenditures. 


on 


Mr. Fountaty. Thore again, because of the lack of accoyntability ~° 


. SruGanr, That is cobrect. 2 an ae * t 
27 


ce 
1 


Ng ah on es Si a tae 


: e 


.. 
oars ; 


23 


* 


Mr fies .What steps aieui an n auiditar. take to eatablish: the: . 


idity of recorded casts, or is he dependent u the guidelines that 
x set Forth by the agencies? - i. Ce 


r. Stvuaart. Of course, a lot of professional judgment goes “into " 
_ how aici tes an ‘auditor should do. Lee! ‘are testing procedures. 
- that he should fqllow. Visual examination of records,. documentation, . 


are the kind of approach that should be taken. 


Mr. Fountain. Is that regularly. done as 8 standard Procedure i in 


Bs HEW audit of direct coats? . 

r. Strucaxt. That is normally the atfompt. Most auditors would | 
y to go to the documentation behind a transaction and satisfy them-, 
selves thut it was a valid transaction’ However, if tho records a not”. 

- there, that is where the auditor gets stymied. 

Mr. Fountain. I guess what Mr. Wydler. was referring toa fow 
minutes ago is.that you just cep. on auditing and ‘auditing, but you 
he hag setting anywhere. There is ne need to spend the time ‘auditing 

6 not. find some way of petting something 


ig 2 
ont Srvugarr. That is correct. Of cqurse, the. mere presence of an. 


; ‘auditor sometimes—— . 


- Mr. Founrain. It a psy chological effect, like the e highway patrobinan 
_ driving up and down. - 
-Mr. Srocdrt. That is right. — 


ae an 


to audit. Is. that - 


"Mr. Founrais. On page 5 of your s statement, ‘in near of GAO's i 
evaluation of HEW audits at 20 institutions, you say, “Although 4 


- HEW devotes 2 substantial porti6n of its auditing resources to.audit- , - 


ing Federal funds udministered by institutions of’ higher education, : 


Mr. Scantlebury, the Director of your 


pal concluded that:some of the andits are not as effective as they could 


In ‘an appearance before. 2 enats Appropriations sibeommittee, : 


ivision, commented: on the 
sume evaluation: In his prepared statement he said, “We have,-how- 
ever, reached the’tentative conclusion that HE W's audits of Federal 


- grants and contracts administered by colleges and universities are. 


not as effective as they could be * * *” However, he then adds, “and 


aM 


cannot he relied upon to provide’ reasonable assurance that’ Federal 


funds are being spent for the of intended purpose,’ 

Do you agree with Mr. § 
relied upon to provide reasonable ooh ai thet Federal funds are 
' being spent for their intended purpose ? 

Mr. Stuearr. T have a strong focling that in a case where you. have 


validity of 60 percent of them, there is not much basis for. relying on 
the <that.is what he was saying. 


antlehury that. EW audits cannot be. 


| $111 million worth of grant fimds and you can only attest to the . 


Mr. Founvatn. I think the answer to my next question is probably. . 


obvious, but, we need to have it on the record from you. 


Can HEW, or any other auditor agency for that matter, bpexpected 


to determine how Federal funds were spent or 4 
has hells gr inaccurate records from which such determination 
must be made? 

Mr. il Not without Feconstiéuting the records themselves’ 


Ad . -. 
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Mr, Srooarr. That is right/ 


( NTE W's auditors said that they could 
not determine the xecuracy of t} 


ovcur because of inman ¢rror or by desi 


- Basing your opinion on your kno ae of gécounting ayddisiness 


“practices, Mr. Stugart, when errors are reapogsible for the:misnse of 


funds are those errors usually detectable froaf examinin 
Mr. Srucart. Yes, they are. You can nornally identify 


_ has been ie vare peated - Alisspent. ~~ 
ion ¢. 


Mr. Fountain. eTv are no records then that.sort of thing is 


ae 


' possible—that. is, misappropriation and misspending:.... 


| ~ Mr Stuqgarr. Yes. . 


_ Mr. Founrary. When misuse is dhe to design, is mjsuse more likely 


av Mb Foustrainxt In the audits reviewed by the subconmittes staff, | 

» between 150 and 200, many o 
| university claims that grant funds - 
oswere expended for the purposes\fer which they were’intended be- 


~cuuse of x lack of adequate: records. If money is: misused, this could : 


. ov y the problem 
“areas and.come up with a pretty firm estimate of how-much money | 


* or less likely to be detected by records than in the case of error? 


Where there is deliberate misuse, would you expect records to support 


~ gecountability transactions? © - 


Mr. Srvganr. If there is deliberate misuse, there would probably’ be |, 
“some attempt to:-doctor the records, Of course, ‘the auditor, 'as part of. 


his standard procedure, would look at the internal contro] sysigm of 
the organization over those funds, including intgnal audit, their 
separation af duties, and other. finetions that would enable sone- 


body. ta embezzle or. eens wiate,. Therefore, if the control sys- 
‘fem was weak, he would pro 
question, . .°. :. 


bably extetid his procedures to get at that: 


¢ 


Mr. Foonty, Let me ask-your this question: Isn't the GAO being : 


somewhat harsh—-and T am not. taking a position. one Way or the. 


other bit simply asking this question—in criticizing HEW for in- 


' effective andits when the ineffectiveness is due to the failure of. ed= 
cational“ institutions to keep adequate records to support. claimed 


| _ transactions-or charges? : 


Mx. Srvaary. To some degree probably, 
Mr\ Founraty. Are you teferring tothe fact that -INEW has not 


~ mandated a systenr of documentation? ot, 
Mr. Srugart. That responsibility flows jointly to OMB and HEW. 


_veact fo, the amount of unnecessary redtape-and toa some extent harass- ° 


They could hi 
Mr. Founraty. T want to:yield to Mr. Wydler now. 
However, first I would like to make this-statement: I think all of 


us are very much concerned about, anil Fet we do not. want to over- 


". ment by bureaucracies of both private enterprise and public institu- 


tions. We would lke to seé p minimum amount of redtape. We redlize 


ive been more forceful in demanding accountability. \ 


_ that as stewards of public funds you have to doa reasonable amount of . 
“auditing. We-certainly would like to see done what ‘is hecessary and - 


_ essential to determine that finds are honestly and properly spent for.” 


o the purposes for. which they are intended. : a 
Af the sane time T do not think we ought to overreact and become 
unnecessarily burdensome in the establishing of rules gnd regulations. 


y vey © . 
‘ 
ry 


. ’ : tay re _ . - ; ot i 7 * r " :. 9 : er 
Mr. Fountain. That would require.a considerable amount of time - 
and probably an excessive niuyber of auditors, aj 


« Mr. Fountain, I am sure mine wouldn't. | 


a, a 25 | ’ , ee ‘ - 

7 us er ‘ . . . . : : ll . 
We all know theré are foo many regulations, That is why I constantly, 
along with others, incliding Mr. Wydler, I am sure, vote to call upon 
the agencies to submit regulations to the Congress for an examina- 


tion. before they implement thei so that. we can get an. idea of +. 


ed : . 


whether or not there istoo much of this, an . 
However, I ant-afraid that in some-areas of this administration, « — 
~ perhaps because of campsign commitments and so forth sbout big 


government and too Inany regulations, there is a fecling that we have 


“been requiring toommuch, that it is no longer necessary, and thet.we 


will just, stop most, of it as Jong as they-state they are spending the 


wise approach, would it # — ee 
Mr. Srvearr, No, it would not. I do not think your consti 
would allow you to do that. _ ee . _ 


. s 7 


. 


Mr. Wydler? _ - : 4 a ae 
Mr. Wyotxr. Thank you, Mr. Chairman. oe: 
Tam very -much disturbed: by the questions that are ‘being: raised 


hore this morning. Initially you:come down on the'side that we shquld 


have very strict auditing and it is the taxpayers’ dollars. I have used 
those expressions myself fron) time to time. However, I just wonder 
what the vlue of it all might be. . “a 


= 


money honestly. and for the, intended purposes. That would ngt bea | 


_ _ For example, philosophically, you could ask yourself where the 
Government gets the greatest benofit. You might have a cast where 
_ the university took fhe money. you gave it and accounted for each and - 


every dollar meticulously and eat absolutely nothing of value » 


as.2 result of their effort and the expenditure of the Federal money. 


' However, you might have another case, where they did it rather hap- 


pacerly and loosely but they really gave the Government some good 
results: ; 


You would have to ask where the Government and the tax ayers ~ 


got full value. In one’ case you could account for everything but it~ 
reaHy was not worth anything. In the other. case, although it was 


rather loosely done, it really produced some kind of. valuable result. 


for the people and the Government. . 


That is a philosophical question. It does not help you with the 


‘answer, However, I am troubled with the implications of where we 


are going on this particular matter. 
For example, in your sidemnent would it be a wise policy for the . 
Government. to require that every Federal grant given to any uni-- 


versity be audited, each_and every one in the United States of 


America? . 


Mr. Stvcaxr. No. Auditing, of course, is not founded on that basis. . - 


You cannot doa 100-percent audit. _ 
Mr. Wrorre. Well, you could do it. - 


Mr. Sruearr. Yau.could do. it if you wanted to pat the resources in |. 


it, but it. probably would not be cost-effective. - re ee 
Mr. Wroter. Therefore, we are: going to start with the assumption 
that we are going to make a compromise on what we are going to do.. 
That is the basic assumption that wo make in'the whole auditing ques- 
tion with which we are dealing here. The question is where we are 


going to draw the line in a reasonable way to have a reasonably good 


system of auditing. — 


* 
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© pan, Thetefors, maybe you should have ex 
- kinds of schedules up. ~ 


- Much more effective. - 


- minds when they hear that the Federal Reserve men are 
'. the next week to start an audit of sae a records. 
... ~ Therefore, I think that is the most-valuable tool 
_” of coming on a very irregular, haphezard basian 
‘books and records, ; | 
-~ “The only other question, it seems to me, is 


_ my. own point of view. There’you give tem a year off cach and every, ~~ 
time, I think it should. be: done ‘on 4 haphazard basis ‘It-would be. 


_* c8. si 
Bo he agae ey 


Cage = ‘ee ‘otis 
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year: T cannot think of anything that would be worse than that from 


WTS tie Worst posible thing T think: you cold do woyld be to say ta. 
sf.) each: institution,“S“We're ee audit: you every: sécond ‘or third _ 


é 
x 


‘The most effective thing vou have going for you here is the fear” 


e factor, the fact that, “God Almighty, the auditors are coming. ‘They 


side us up and they are going to be in next week.” After that - 


_ Tt-ig just like tho bankers. Even bankers I know go out of their . 


es down 
ou have—the idea 


f 


w much of that‘do you 


~ have to do to really make it effective. Obviously you cannot let a. 


require the universities to ri : 
~ question: Should we require all universities that get Federal money — 
to keep their records in a standardized form? I suppose that is what . 


university go for 10 years without anything happening. Otherwise, -.. 


you ars golug to get into the state of 


lence on drawing those . 


“Phe only other thing woyd be what kind of record’ should we 
intain. T ask you again the same general 


. the real question iy we are asking ourselves, 


. | Mr. Sruaarr. I really do not think we should’ mandate an account- 
“ing system by the Federal Government to the. university. Normally 


- When 8 research application comes‘in it has.a budget attached to it, 


7 


Mr. Wrouer. That. ix’ good ‘standard to set except it lends itself 
_ to almost any interpretation. I am sure the' university, every one 
_ _ them practically, claims that is what their records do. Then when you,:' 
get into them, you find you really cannet follow the funds. The. only 
_ cure for that, it seems to me, is to require each and every one to have 
"some sort of 8 standard system that will give you that kind ef ac- 


‘T think the university should be-able ta account for the expenditures - 


it is never going to hap- *- 


_ _ Happens, you have the institution’s attention froui that point-on; Lam. -' 
ag acest 3 Pe eee. tk : 7 . Phe oF 7 : ‘ 


looking over their. 


under the grant biick to the approved budget, unless it has been modi- te 


fied by the grantor agency. 


ility. The.question then-is do we want to go that far. - |. > 


’ Mr. Srvcarr. Anslogous to‘this is rranting of funds to State — ~ 


and local governments. They, are not Sequised+to set up scparate henk.. 


. accounts for Federal funds hut they Bre required to account for those 


‘Federal. dollars ‘separate and apart from local tax ‘revenues. and: that 
sortofincoma «- : re oes 


As I.said in my statement, I do-not think the universities are that 


‘i * Pi 


much different from other entities receiving Federal dollars. 


Mr, Founraty. Would the gentleman-yieldt =~ 


Hes sie 


Mr. Wrnren, Yes, I will yield. excapt, T would just’ say I think >|” - 


they are quite different, frankly. The fact is that the local. povernment. 


~ ‘ean afford, to the extent at least that they can get reelected, to set up’ 


; : ‘ 
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any kind of an accounting system and charge it to the taxpayers. That. 


t 5) gee 8S se! 
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_. ° is-how they get thoir money. A university cannot do that, It has to 
-,. try to run some sort of a budget that Mas a limit to it. That is the dif- 
_ ference between thoSe two cases; in my judgment... Saye A 
Iwillyieldtothe chairman. ~~ 


“Mx, Fountain. My guess is, though, that if locally elected public - 


' officials are found te be doing what you are talking about, then they 
_* ” - will not stay in office-very long. ~_ cae: 
¢  . Twas going to mention that in the general revenue-sharing program, 

- which you and I have been interested in and:have helped to become 
. Jaw, we have eliminated as many restrictions as we can so that locally 

| Glected and State people can exercise their own discretion. However, 
‘wo still have accountability so that they have to tell us how those 


. -, The question is—do ‘we ‘place more confidence in pe ple that you 
cannot kick out af offiga and not require at least as | 
*-* . responsibility ? A 


Mr, Wyvuxs, Finally, the last thing that I think about in relation to 

. trying to solve the question of how far you go with your auditing and ~ 
i how farit ig useful to go with your auditing, is the nature of the t 
itself: That comes to the old question of categorical versus a block - 


grant appreach as To how these. ts.are given to universities and 


funds were spent,.We are requiring that of our elected public officials.- 
a degree of - 


What wo really expect them to do with them after the maney gets 


"into university fun 


— 


‘these are gome very job-specific kinds of grants where we require 


S treasury, and. really they.are doing a good job. with it and that is-all 
' 4 + the Government should be interested in and: not as to the specifics on 
‘~~ deciding ‘that this man’s effort was helpful to the project or not. If 


sal them to use'them exclusively in one operation and for one specific 
- . purpose’’}-T. read some of the background here and I get the impres- 
_ sion universities think it is a little hke their money once it is into their. 


I don't know whether there’is anything you can recommend along: - 
those lines. Can. we take a certain group of grants and say “these — 
grants the. university can treat 7 eeuers! revenue-sharing funds” and | 

ek 


* ' they had to make a. judgment they made » judgment that it was well: 


apent and they are the ones who know most aboutit. 
Can you give usany light inthatquagmire? nos ch 
Mr. Sroaagr. That is always & possibility, going into the block grant 


* "approach, I understand that NIH has had a program for 15 or 18 


~- -. Yeairse--the nunyber of years escapes me—in handling grants in just 
Mr. Solomon‘is running that particular audit. I do not think we 


~ ave far enough along in it to draW any conclusions but we do intend 


»> “to repo back to Congress regarding the results of that effort. 
©, Mr. -Wrbaxr, Thank you, Mr, Chairman. - oe ak 
Sue fr. “Fountain, Thank you very much, gentlemen, for being with 

hap paper morning and ‘giving us the benefit of what you have been able 


te 


Mr. Wrpurs, | Let me congratulate the witnesses as well as the agency _ 


a + -for which they work. —o 
= Mr. Sroaarr. Thank you very much. 


| Mr. Founrarn. Our next witness will be Dr. Phin Cohen, who has’ 


that fashion in one of its programs. We have that under review now. a 


been associatéd with Harvard University and its School of Public 
omedical field, ty 


Health, doing research in the' bio: 


hee ee gee 


. °% ine oo 


‘In addition, he has dono research in biochemistry in Holland for 3 
years, on leave of absence from Harvard. He will relate to us his ex- 
TIGNCOS AS a. panera eh a a NIH grants while at the 
Harvard School of Public Health. pe as 7 oe 
-. Tir. Cohen, we appreciate your presence here this morning. You may 
proceed with your. testimony. Take such time as you need to assemble 
_ ‘your charts and the inaterial you will use in the process of your 
presentation, 


STATEMENT OF DR. PHIN COHEN, SCIENTIST AND PHYSICIAN; 
"ACCOMPANIED BY ALBERT F, CULLEN, J2., ATTORNEY 


\ 
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Dr. Couxn, Mr, Chairman, members of the subcommittee; seated at _, 


my side is my attorney, Albert. F. Cullen, Jr., of Boston. My name iy 
Phin Cohen. I am a scientist and physician. I haye been married for 27 
years and have five children. I have a bachelor’s deg m Duke Uni- 
versity and M.D. degree from the University of yland. — 
_ After internship at Duke Hospital and°2 years service in the Air 
Forco as a flight surgeon, I had a.l-year regidency at Boston City Hos- 
‘pital with a Harvard appointment, after which I sperit 18 of the next 
#1 vears doing research in the Harvard medical area, 10 years before 
and 8 years after a 3-year leave of absence to do research 'in biochom- 
istry in Holland. During the entire period 1955-76 I held a Harvard 
- appointment. a 
. .X am a member of four national research societies: The American 
> . * | Saciety of Biological Chemists, the American Society for Clinical In- 
vestigation, the American*Society of Hematology, and the American 
Federation for Clinical Research. I am also board certified in internal — 
-. nedicing and a fellow of the American College of Physicians, 
In my career T have been a technician, research fellow, project leader 
- for another principal investigator, and principal investigator on vari- 
us projects. T have done research in three environments: In a hospital, | 


in # basic science laboratory. which was removed from health science _. 


facilities, and in a laboratory in the department of ‘nutrition of the 
Harvard School of Public Health. My researcli has eoncentrated on 
the physiology ‘and biochemistry of human platelets and the: use of 
fluoride to treat demineralizing diseases of the skeleton. se 4 
The personal experiences which I shall describe began when I won 
three Federal grants via the peer review system and, as principal in- 
vestigator on those grants, assumed responsibility for a public trust. _ 
My exposure to grants mismanagement began wlien, at the end of . 
the first year.on one of the NTH grants I had been awarded, an admin- | 
istrative assistant to the chairman of the department of nutrition of 
the Harvard School of Public Health gave me a. blank report of ex- 


penditures to sign, I informed her that I did not wish to signa blank » , 


check and wished to see a list of expenditures before signing the ROE. 

T wa told that. such information would not be provided to me, or to 

any. pe principal investigators¥n the department. ~ ede 
knowing what to do, I took the matter to the assistont dean for 
finances at the.school of public health. He told me that the problem. 
Was not new and thet he could not resolve if for me. ae 

At the end of subsoquent years of my NIH grants more blank ROE’s 
camo along. T continued to ask for information regarding details of - 


~ 


4. 


: 


yy . 
_ sree from my NIH funds. Repeatedly, these requests were 
eyed ‘dense: . : eg c 4 ah . 
pete Mr. Founra. Did you sign tlose blank reports? | 
_Dr. Conn. I did. : = 
od Mr. Founvawx. Allright, = it ee 
cw Dr. Coney. I returned to-the assistant dean. for finances several . 
' times and each time was told that he could not resolve the problem for 
me. He also formed me that if I continued to ask questions about the — 
_ : ny gTants it would be unhealthy for my career. 
-_ Finally, my eqhcern rose to such a level that T demanded that-lists of - 
. expenditures ba provided to me, When the information was turned 
over, in the form of computer printouts of éxpenditures, I saw that 
Federal grants had been grossly misused by the department of nutri- 


Management o 


rf 


\ 

‘\ been paid with my NTH grant funds, contrary to NIH_rules‘and regu- — 

_ lations. Some of those persons were known to me and worked for other 

laboratories. Others were not. known to me. The magnitude and path-' 
_' .Ways of misuse told me that the mismanagement certainly wént beyond 
+. My: grants, I requested the university to audit grants awarded to me — 
and other principal investigators in the department of nutrition. This. 

was not done. , oe ee er ee 


tion. T saw that persons who had done no work for my projects had . | 


Prior to demanding the lists of expenditures and requesting an audit _ 


.of the department of nutrition, I had been recommended for promotion 
an with 2 5-year term. This was under consideration, but when I ques- 
eat eee tioned grants management practices, my faculty reappointment which - 
"> had been comunitted in writing was withdrawn. . Pere 
' Because of Harvard's failure to act, I subsequently reported the . 
_ - Matter to the National Institutes of Health in December 1975, In Jan-- 
“wary, February, and March 1976 the Division of Management Survey 
and Review, the auditing. group of the National Institutes of Health, 
did an audit which showed that > oe ; - 
. . . One, persons who had done no work for my grants had been paid 
from my grants, Some of those persons were known to me and worked. 
for other laboratories. Others. were not knowntome. 7 
__Two, other employees were charged to my grants in excess of the 
effort they spent on the projects. : ee 
Three, the procedures used fo allocate supply costs were inadequate. 
Four, principal investigators besides me were also not getting ade- 
. quate financial information concerning their projects. = » ‘% 
f~ ___ Five, time and effort reports and salary certifications had not been 
a signed by persons having firsthand knowledge of where the employees 
. shown on those reports were actually working. oe 
Six. the findings were not limited to my grants. Two other grants in 
the department of nutrition were also found to have been mismanaged. 
Seven, the findings were not limited to the department of nutrition. 
Similar evidence for grants mismanagement was found in two other 
departments of the school of public health, . | 
Eight, persons were paid with research funds to teach courses despite 
. the fact that this is specifically forbidden by Federal regulations. 
_ The school of public health knew this was against regulations but did 
it anyway, This is confirmed in 2 memorandum dated October 12, 1975. . 
from the assistant dean for finances to Dean Hiatt of the school of 


-ERIC” $4-111 o- 79 a os a a ‘ ; 
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public health, with a 
president of Harvard: - 
The teaching programa benetit from . .. diversion of federal fuuds which 


7 redounds to the. benetit of School of Public Health financial rewults. A. certain 


portion of the salaries aud friuge benetits of fueulty supported by federal research 
funds. {is in fact diverted into the teaching hrograiua, This ploy hay double divi- 
deuds. It not only enriches the catalog offerings available to tuition-paying 


* the federal indirect cost pool . 


Harvard School of Public Hoaltty ‘Will be unable continuously to tap the till 
of overallocated research costs, Should federal frank support of teaching stuinble 


copy to Hale _Champion, then financial vice 


‘studenfs, that is, unrestricted incume, but it also tends to overstate the size of 


und covert support diverted from research faculty dwindle, unrestricted costs for - 


educational programs could suddenly multiply... . 


Nine, the auditors quantified their findings only in the department 


; of nutrition and included only five grants of the more than 20 grants — 


then active in that department: Moreover, the audit did not quantify 
all cost categories or all years of those five grants. For my three ts, 


.as best I ean dotermine, approximately 2 years were audited. For the 


other two grants, approximately 1 year of: each was audited. 

Nevertheless, the auditors found that $132,000 of those five grants had 

been misspent, a ee a a 
Ten, Hale Champion, then financial vice president of Harvard, was 


informed of tho auditors’ findings and made a decision not to contest 


y 4 


the findings. The. entire sum ‘of $132,000 was paid’ back to the | 


Govornnient. -_ bg 
Kleven, on the basis of these findings the director of tho division of 
sie tea survey and review believed that the mismanagement 
might be widespréad at Harvard and requested in a letter in June 1976 
tliat the DHEW Audit Agency do a general audit of the school of 
rublic health and all other schools which receive Federal grants at 
arvard— ; 
Mr. Founrarn. So the record will be clear—I think itis reasonably 
¢clear—you were quoting from the memorandum to Dean Hiatt begin- 


ning with the words “The biragie Paice benefits from’®down 


through “educational programs cou 
right? ws 
r. Conn. Yes, sir. 
. Mr. Fountarn. Please proceed. B 22 
Dr. Couxn. I then looked for evidence of grants misnianagement in 

other areas at Harvard. I found that: -— : 

One, Federal coptributions to pension plans were excessive in the 
amount of $171,000 for fiscal year 1973, R 


Two, during fiseal years 1970 through 1975 the university included 


suddenly multiply.” Is that 


_in its fringe benefit cost. rate computation, costs totaling $3.9 million’ 
which should have been excluded. : 


Three, nonresearch. functions were proposed for funding in an ‘in- 


‘ ' 


_ direct cost proposal. 
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T quote: 


Specific information on administrative axsignmentr war provided to us on 351 
persons or ahout 68 percent of the total of 530. 7 
The Information provided on the 351 persons {ndicated that the administrative 


‘coats [amounting to $748,723] proposed were related primarily to committea as- 


signments sitch ax committees on curricilyin, admissions, undergraduate students 


and studies. + professors, higher degrees aiid Ph. D.’s . . . '; also proposed were - 
tutors, house masters and administrative assignments related to continuing edn. _ 


cation programs and athletics. 


_ Now we return to pick ujf the thread of the story in Apiil 1977, at_ 
which time the DHEW had not acted on the request by the director of 


the DMSR fora general audit. In April 1977 I brought suit eainst :. 
President Derek Bok:and the Fellows of Harvard Collezey Howard 


. Hiatt, the dean of the school of public health; and Fredrick Stare. 


my department chairman, T brought suit for two reasons: For myself 
and for the public trust. For myself, I sought.compensatory restora- 
tion of my. faculty appointment and scientific footing, For the public 
trust, T asked for a general audit of Federal grants management at. 
Harvard University. The lawsuit is in progress in Federal court..The - 
general audit of Harvard began in August: 1977. This was 15‘suonths 
after the DMSR-had requested that a general audit be done. 

‘The total in Federal funds to be covered by that audit amounts to 
$225 million for 3 years—1975, 1976, and 1977, T understand the‘audit 
health hag been reported in draft form. a ce 

Tho trend established in the DMSR audit continues. The problem 
is apparently widespread, as shown by. the following quotes from ‘the 

3 os ‘ 


school of public health audit: ' 
: * i 


- iy not. completed. Thus: far, only the audit of the school of pyblic 


One: * . ai 5 . 
Tn our test of cost transfers totaling. $1.8 million almost $700,000 or over 87 


“pereent involved the transfer of mlary costs. We found that even though the 


initial distribution of salary costs were certified, all or a portion of those certi- 
fial salary costs were Ister transferred to other Federal projects. We believe 
that the magnitude of these xdjustments provides suflicient data ‘to seriously 
question the credibility of the payroll distribution aystem, including the certifica- 
tion procesy utilized hy the School of Rublic Health. 

Accordingly, under such circumstances, we cannot attest to the propriety of 


_ about $15 million charged to Federd] grants and contracts duringNggeal years 


1975, 1976, and 1077. 
Two: {- ; ; 
The persons certifying were certifying only to the amount charged and no 

attempt was being made to relute the amount charged to the effort expended on 

the Federal project. se 

Three : : eS ae 

The School of Public Health canuot proyide reasonable assurance to Feders 
srant/contract awarding agencies that consultant costs of about $245,000 
eharged to Federal projects during fiscal years 1975, 1976, and 1077 were 
appropriate. : 

Four; | %. = 

In 27 caves, where paynients were made to fndividuals ... there was neither 
a bill for services on file at the university nor was there evidence that the services 
were performed. ; ae : 

Five: . oe 

About 29 percentof costs selected in our sample are unallowable... .We esti- 
mate that cowts of abot $2.1 million were inappropriately charged to Federal 

projects. F 
Six: . 
‘Numerous transfers were made to reduce project overruns and also to utilice 


. Whexpended funds by transferring costs applicable to other projects. 


Sewn: F _ oe ; 
There was significant accounting activity Involving late charges and coat 
transfers. ; . i 
This activity which occurred between the grant period closing dates and the 
preparation aud submission of the report of expenditures resulted in equaliza- 
tion of awarded amounts and totgl expenditures as finally recorded on the 
accounting records. : 


One further quote from this audit is most disturbing to.one whe | 


- lost his job for speaking ont: 


/ 


’ 


oe 


oh 


: » i . ; \ $ 


All {oterviewa were arranged for us by a representative of the university's 
‘internal audit department and at each interview we were accompanied by s 


member of the internal audit defertment, an individual from the SPH business 


. office or a designated adniuistrative assistant from the. various departments 


within the SPH. 


- The earlier DMUSR audit roceeded under no uch handicap, Thus 


in between audits a radical change in the ground rules for conduct of 


the second audit had taken place. The principal investigators already 
;» had the chilling example of my termination to remind | 


cost of telling it like it is, But Just to make sure that whatever prin- 


". cipal investigators chose to say in-front of the auditors would also be 
said in front of a Harvard administrator, and therefore would not be : 


confidential, Harvard pushed for and DHEW acquiesced to a chan 


them of the: 


in the ground rules‘of an extremely important phase of the aildit. .~ 


"areas of prants mismanagement 
- fall of 1977 whether the problems were confined to Harvard. I then 
analyzed 100 DHEW audits of institutions spread over the entire . 


“no 


I had enough information to pout to serious problems in several 
y Harvard. I then wondered inthe 


country, All of th¢se audits were reported in 1976-77. [Slide shown: ] 


_‘The first slide shows the variety and frequency-of the problems, In | 


nearly two-thirds jof the audits, serious problems were detected with 


ayroll records for professional and nonprofessional salaries. In thé 
MSR audit of my grants the problems in this area were mostly with 
Ie 3 ide shown. es ote 

The next slide shows the audit trail for payroll records. Principal 


investigators prepare the budgets. Then the audit trail descends into 


a bicaeg tila which principal investigators were frequently excluded 
at the Harvatd School of Public Health, and, I think, at many other 
science schools within universities: around the country. — 

In many of their ee auditors wrote that time and effort 
reports were kept by a 
hand knowledge of where employees actually worked, as was the case 


inistrative assistants who did not have first- . 


in the department of-nutrition and other departments at the Harvard | 


School of Public Health. 
The reason why principal investigators frequently don’t see these 


two types of documents of the audit trail is that these documents con- 


tain information which if known to principal investigators would 
load them to seriously question the management of Federal awards by 


_ universities. 


The lists of expenditures are often generated by ‘computers as 
printouts at 1- or 2-month intervals, Tf these: documents mirror falsi- 
fiel salary certifications, they will probably ulso be kept from the 


principal investigators as was the case in the department of nutri-- 


tion, and elsewhere in the Harvard School of Public Health. 
As we emerge’ frpm the valley, there are the ROE’s which the 


. DHEW says principal investigators must sign once a year to tuck 


away the grants. The ROEK’s have two components as a rule: One, the 
face sheet which has very little in the way of financial information on 
it; the other, a sheet. with more financial data, but only pertaining to 
hig categories, and lacking in detailed information on who was paid 
and what was purchased. So, as the audit trail emerges from the val- 
ley, the principal investigators may be asked to. sign incomplete 
ROE’s, sometimes consisting only of the face sheet, as happened to me 


a7. 
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in the department of nutrition of the Harvard School of Public. 
Heulth. , : . 
T, would like to stress some aspects of this type of bookkeeping: 
One. the manipulation of these documents results in the deliberate, 
willful, and purpose ful subversion of peer review. . | oe j 
Two. the falsification, sequestration, and frequent changing of 
thes documents had hetter be maintained by skillful as opposed, to 
“sloppy” bookkeeping. - . . 
Three, when auditors come around, it is best to pretend that these 
documents never existed, don’t exist now, or can't be found, since the 
ininipulations of these documents are the footprints, what lawyers . 
call the indicia, of fraud. te . 5 eo 
- Kour, since virtually alt of the information of the audit trail origi-. 
nutes nt the departmental level and is rarely modified after that, it 
is obvious that the university finance offices do not oversee, depart- 
mental grants management the way they’re supposed to, and are know- 
ing participants in the fraudulent mismanagement of Federal grants. 
{Slide shown.] ° eu A 4 8 
However, university administrators don’t limit their participation. 


 to-poot oversight. They add some mismanagement of their own. The. 


following is a list of examples from the 100 audits, in addition to 
- those T quoted earlier from the Harvard audits: . 
One, the accounting office directed in. writing that. cost overruns 
be eliminated by journal transfers,” en - 
Two, salaries were recovered twice, once each from both direct and | 
‘indireet. costs. i, 2 eee oe . 
Three, there was excessive Federal contribution to an unemploy- 
ment compensation fund “so as to create a contingency reserve.” 
Four, there was improper withholding of social security taxes, 
Vive, there was overbilling of Federal grants for medical insurance. 
Six, the university kept unclaimed checks, | 
Seven, the university retained student aid’ money for students who 
did not matriculate. oA 
In nearly every cost category, many universities do their best to. | 
include the unineludable, allocate the unallocable, and retain the’ 
unretainable. - Ce 7 
{Slide shown. | TA oy ae 
‘Dr. Conen. Lét’s return to a previous slide.. Supply costs were fre- . 
quently. levied against those awards with the-most available money, — 
and not according to which specific project ordered, needed, or received 
the supplies, ; ; : . 
To tidy up all of these manipulations of personnel and supply. 
charges so that Washington thought all, was smooth, bookkeepers at 
Harvard and elsewhere used the mechanism of journal transfers. 
Journal transfers are the putty of grants mismanagement. They 
smooth over the cracks which need smoothing, to make sure that the 
ROE's look neat. and proper, and-as frequently as.possible, come out. __ 
to 2 zero balance, Journal (ransfer activity was frequently very-heavy ~ 
near the time of preparation of the ROE’s. Journal transfer activity 
is assiduously attended to on # large scale, and is very skillfully done. 
There is nothing sloppy about it. rr: 
“'Phirty percent of the time the auditors found that the universities 
had no or inadequate written procedures for the management of Fed- 


e 
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eral gratits. In some cases, there were tio written procedures whatever, os 
asl. digcovered at Harvard in 1975, despite the fact that Harvatl had\, —-‘ 


There were some ‘disturbing findings Yp-these categ ries, Fi t 
‘travel was often used excessively, despite DHEW policy, whic 


sultarits’ 


2 ar touches nearly evgry cost category, = J a ae 
We found only. a handful of audits whery’ cash fléw ‘had been ry ate 
examined, The probloms here centered one use.of thei letter-of- "+ 
credit. Let us say that principal investigators at a given er _ 
win $48 million in grants~for a 1-year period. On that basis, the Fed- 
eral Government issues a letter-of-credit, on which monthly draw. . °°, 
downs can be made. There are two ways a given university can misuse . +") 
the letter-of-credit. One is to draw $4 million a:month—4 times 12). 
~.. equals $48 millioh—in the first part of the month, most of which, in’ 4°. ay 
ee tern of salaries and wages, is disbursed in the latter part.of the. \ * 
“month, ‘ ee wo a ee 
__ This gives the uniyersity 2 or 3 weeks with money which it.can put’. “\,. : 
into short-term investnients. Evert 2 eee on $4 million is” .', 
not exactly peanuts, But, just imagine ‘short-term investments rolling . : 
‘over, 80 that the $2 or $3 million are constantly, carnipg money for... 
tho university while waiting to be disbursed, and if the money_isn’é °°, 
doings that for the. university, it surely could be doing that for Uncle 
Sam * or ra mee & ee 
Another variation is to drawdown $451 ye an $109,000 more than 
is needed, month.after month after month, until\severaNnillion doll re 
in excessive drawdowns accumulate in the bank, anw that kind of ae 
- qoney drawing interest for the universities, or not drawing it for“ ¥.. 
UnelgSam, isn} peaiuts, either. | [yes 7 Oe Pee 


. m ro i ‘ 
Tito last bar on the right aa ie previous warnings, In nearly 20 
of the 100 auee, Peowieme 7a ‘vere found had been found on pre- a 
- vious: auitits, The universities; had been notified in writing of the. \. 
deficiencies, hut had not correctedsthem. Ti one instance, sg ie ey 
& major research university, thyee consecutive warnjngs were dSsued | , 
within adecadé. In each instance, the recommended corrective meas- 
ures wereigmored. hut-the Federal man?ykept coming. ‘. ee 
__The next tw slides schematically represent to the best af my know!- 
edge what happens at. several levels within the university when grants 
mismanagement occurs. = ia. wae es 


The second, bar on the left/ representing direct costs,.is made up of 
multiple small squares, each representigg a specific award won by a 
specific La aah igutor. To tts left is an, indirect cost bar which 4 
is 60 percent the heightiof the direct cost bar. Indirect costs aredefined . .., 
as costs which can’t be! identified with specific scientific projects but 
which benefit.a proup of scientific ee ee the indirect... 
cost bail: a blgek labelad “other " far nonresearch activities is'about 
ready to topple over ae Oe a of discretionary money for the univer: . - \\ 


_psity. This leaves few Irect costs to send over to the selence aoa 
: } , e se et eS \ at oe \ 
" \ % iB ‘ a . \ ara °. he . - i i 5) ol - 
on 1 4) i { i ag \ 
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ese) by. the time it gets to the science school. * 
os ride Ve, Lately, the universities have. been pushing for “full” indirect cost 


3 he : vejmibursement, What is meant by “full” in this context is obscure. 


a Mende: tahkts its-cuf, so to speak, goes to support overhead costs for svi- 

Ske” enees TE not, enough money trickles down to the science departments, an 

obs mrtificial “need” for more indireet costs is created. 
ST Bey: like the: story of # husband who drinks.up # good part of his 


Enig. bat the’ wife, of course, docs, 


fait i Polgity. finance officers are the 
as jyivey exch case. the wives m't complain. because ‘the. husbands 
don’t HRS to shallenged, and. besides the boss is generous and will 
probably gives i vaide anyway—he alwayshas.: 
Sal rey game cSpliguies tobe played. "The university higher-ups sup- 

a) piv, ve hetewic, Congress: supplies the cash, and the scientists worry 
a oak) i" abot wh iat’ “will, Juuppen to theinselves or science if they speak up. - 
w GS At this: pomt the'dinect, costs are still intact. However. at the depart- 
m “Mea bie Ceol lienomend ‘fire observed. The direct.cost. bar is trun- 


hae: 5 seated mire] ta provide foradministrative services which the de- 
i “ Hy wnteela aivinen peesslive (ihye they need and which, in fact, should 
a ive, on paid for hy indires gebets which dn not trickle down to the - 
y x a ach peFments. The: bar iggeredtad de nove, by “assessing”—taxing—di- 
hy th nat-cost awards, even thot Sith the job nor the personnel who are 
ia ae "ae secant appear@a.the direct cost budgets. These de- 
Shae? poe _ etn tative services, whether paid by indirect costs or 


ae Bee Laine "langet 4 wwsts. rare often « duplicative of services paid for 
pet. Tt satbe te in the undyersity.. A*quote. from: an internal memorandum 
ie aks Li: 


ie 


a ee fa “4 
en Bac " lidthe spb Vasties bw: dupliea pt of super- -gebrefiry-admintatrators, 
ae, pitt ow vn 


and a:manner of living sama with depart- 


., DookKeapers & ay 
| meng Mitbens a and sense uf hainey Renivthe pete 
m5 ou night think. mit ‘this poin: ns oe t the ‘shaicmag, would. have taken 
go énongh froin: heal BaP. CO did jut_ to: show how little peer re- 
Tee Tew is respected” ant t ne de “payne Tiental’ evel, harriers. separating any 
Se a of. the direct tdst: ‘Awad are broken down’ By. wniany chairmen without 


“h 2 ‘ . blended inte an open bapanse, Cwepalls 


co my, -_ : ‘of the peer review: mpetit TON ; a 
a - Teall this whole: ) ey aa. ‘quest: “for discretion nroney, Tt begins 
heat the top and. cients 


eae: version of nondise seen money inte digeretionsry money at; au: 
ae ~ tiple lovels in the u 


an) 


ebsity TStides Shown. he oh 
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‘The indiree é cost ae whittenea to be this height [see figure] is smaller . 


‘sitive universities have fora long time used some of their indirect cost ©. 
nivadids. fr ‘or nonseience functions. What is left of indirect costs after the . 


ah pase phe. agieh’ “week and then complains to his boss that he doesn’t. _ 
20 paige enough ta':feed his family. The boss doesn’t know about the - 


Tn the mandy chain of indirectposts, the Congress is the ‘boss, the uni- -— 
usbands. and the scientists are the - 


N73. 0 Dean: Hinttoft the school, ‘of public health. - 


| regan tp Tmtdgets ak projects or, pebr review. This-is pogling, plain; 
de and simple. That's why. in: the. Fir Ayany- Of the Syall- SqURTES have” . 
Das then! is‘less money in, hadirect._ 
‘eS east. bar than theresused to be and a fair amount of what rémains as. N. 
ois ‘pooled. Th any Gen thera, igless. to go- areeid to many:of the winners. 
rf , : 


tinnugh the system. The-gnd. fesult is the aS 


~? 


_ .. Two points to keep in mind as wé go through the next slide are that. 
the mismanagement is the result of extremely skillful bookkeeping at . 
s+ the deburtmental level, and*that there is deliberately sloppy oveysight 6 
_ at higher levels. Follow the lines of the money pathway in the-figure. = 
- Fat’s begin at the bottom with the money raisers, the principal in- - 
vestigators. Each smull box is a specific grant won by a specific investi- 
gator in national competition. Many departments pool variable num-- 
bers of these prants. Administrative assistants hired by and responsive 
to the department chairmen, but ironically often paid by Federal 
moneys raised by the principal investigators, handle the accounts. with * 
cansummiate skill, | aa ss ee ee io hs 4. 
The departments channel their communications through the science’ 
schools to the central finance offices. In the reverse directi Hathe central 
finance offices communicate with the deans and department fiaigmon 
but not with principal igvestigators. as was the case at- Harvard 
T was there, = ‘ e . 
T say. that communications go “through” the finance offices of the. 
schools because the latter are frequently, with regard ‘to Federal — 
‘grants. only conduits for the flow of information ‘prepared by the de- 
-partments. The one mal oe is departmental in origin. This is most. 
important to keep in mind... + ‘o. 
+ There isa net positive flow of Federal money which ifs been trans: 
formed into discretionary.money from various nondiseretionary cost 
- eategories—indirect costs, fringe -benefits, or whatever—toward the 
central administrations. To the left and right of this Federal block + 


~~ «of money. are ¢he other major, blocks.of money which a research unis. ..., 
. versity such as Hatvard would have: endowment and tnifion, 
For the private universifies, it is interesting to compare the methodsg 
of accounting for these blocks of money. This is important: because . 
*  .Federal regulations state that Federal’ moneys should be managed 
_ with the same cave and prudence as the private funds of the universi- 
ties, The endowment.is managed by investinent. advisers who know - 
Where every dollur sits. The management. is expert; meticulous, and 
prudent. ‘The discretionary block. is audited by a private accounting 
firm. However, these audits don’t usually cover the Federal com- - 
ponent. F was told by « Harvard official that Harvard’s private au- 
ditors do not audit-Feedral money#=At this level-in'the diagram the: 
> Federal contribution to the universities’ general operational, fund is) 
Cems ROO BS svatural phenomenon? anabigous to‘the. cotitributioi of the” 
Mississippi to the Gulf of Mexico, at ee _ 
7" At many of the research universities the Federal component of the 
dose budget exceeds the income froni tuition. This was not the case 15 or 20 
Years ago. Af Harvard Fedéral dollars make 30 percent ef. the 
.ontire university budget and 70 percent of the(budget of the health 
science schools. . ea a aes 
The auditing of Federal moneys is usually left ntirely to Federal 
auditors. as it was at Harvard while T was a principal investigator 
ere. A = 3 a . 
The auditing of the Federal component of university budgets is of 
three types, The “continuous” audit involves “spot checks,” “off and 
on” by one. or two auditors from the yegional DHEW office. “Spot 
_ checks” means a fraction of all transactions. “Off and on” means several: - 
times @ year. These audits deal with pare transactions and not di- 
rectly with people in laboratories and have virtually no impact. | 
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a _ Audits by the Division of. Management. Survey and Review of the 
~~ - National Institutes of Health are another matter. Many of these audits 
result fron: specific complaints from individuals who have observed 
wrongdoing firsthand. Some of these complaints are anonymous, Tf the | 
_ informant identifies himself and keeps his job long enough to be pres-. 
» a ent when the auditors arrive, hé.can point out the problems in great 

"+ .dotail. As a result, thesogudits usually involve intensive interviewing 
of laboratory personnel in addition to university officialdom, Some- - 
‘times these audits find serious troubles, in'which case the head of the 
division recommends that a “comprehensive” audit be done, as hap- 
pended if my case at Harvard, — oe 

The “cémprehensive” audit begins and is conducted seriously: How- 

_ever, its outcome is preordained. I seo four characteristics of this type 

of audit which limit its impact: : te Aes, 

One, much of the audit trail isn't produced for the auditors, nor is 
it demanded by the auditors. Ivy-covered halls are places in which to | 
utter requests, not issue demands. This is totally unlike an TRS andit° 
where g taxpayer's. failure to substantiate ox s with appropriate. | 

‘yeeords and documents results in the disallowance of the claimed: : 

- deduction, a Geeta ; . 

. Two, there is major inpat into the audit by departmerit chairmen or | 

. tdministrators who were responsible for the mismanagement. in the. 
first place: I wouldn't exclude them but I would encourage the auditors — 
_ totake interviews with them with a big grgin of salt. = - of 
| . For example, in discussions about journal transfers, the chairmen 
oo ogss - and. finance officers are likely to admit that a lot. of money-was ratehed . 
. a around but that in all or nearly all instances it was switched to “closely- 
= . related projects.” These soothing words have proved to be very effective 
: _ strategy for the univérsities. ea Sot ek e 
Auditors ure in no position to challenge the relatedness of scientific 
projects. They know that, The chairmen and finance officers know that. 
Therefore, most of the words spoken or written about “relatedness” 
; ; ara so much malarkey. However, frequenttly this “relatedness” excuse 
pe _ ix accepted hy the DHEW. if not by the auditors, then by their bosses. 
a This exemplifies the meaning of-a quote from the book Government - 

-_ and Science by fon Price... ud os Cy | Sx 

ka cape eee Gi uuting pricedyralimatters the contractiig or aechunuting officer may annoy 
the busiuess intnager ofg: university in endless petty details and make, his deci- — 
siona stick, But on the lly Iniportaut issues the head of a university labora- 
tory, or the preaident of the university, can appeal to echelons high enough in 
the government sfructure—aud with much more nuthority and influence than 

any subordinate elvil servant would liave—to wit his point: ee . 
By contrast, andits of the GSA, for example, do not involve the 
esoteric, The GSA is a purveyor of the commonplace, goods and serv- 
ices which are as familiar to the auditors as their own cars or office 
furniture, Auditors, therefore; are ina good position to judge how. 
Inany typewriters or calculators are en for a Government building. | 
Scientific equipigent, supplies, even objectives, are another matter, The 
- auditors should ddtgrmine the “relatedness” of projects through inter- 
views with research Mgistants who are blind to the auditors’ evidence.. 
- Three, there is not eNgugh interviewing of principal investigators 
- and nonprofessional persoXgel? With regard to principal investigators, | 
T would concentrate on theQontenured and TF: would absolutely insiit 
_ . on the total privacy.and confidentiality of those interviews. What hap- - 
_ pened in the recent audit atSlarvard, where university officials de-— 
manded und were allowed to sit in on conversations between auditors 


ERC) Oe AD 


“and principal investigators, has extraordinarily sinister implications, 


When first amendinent rights are limited in the universities, those 
Tights are everywhere in daniger. < = 3 


ith regard te the nonprofessionslsy, inost are young, hence more 


likely to show jonuine shock when the auditors reveal, for example, 
that Dr, Smith’s grant pays then eventhough they work for Dr, Jones. 
Intensive interviewing of this group, in privacy and confidentiality, 
would by itself- allow quantification of the serious problems with the 


. payroll which the auditors find bit usually leave unquantified, 


. Pour, the auditory who do the shirtsléeve work are not involved in 
the final resolution process of the audits, After all their hard work, 


the auditors refer the audits to “the Federal officials responsible for. 


resolution of such matters.” In the 100 audits we reviewed the sudi- 


tors challenged $420 million af the $1.1 billion audited, That's nearly 


40 percent of the total. 


~- Tn the press teleases relating to audit findings, the code phrases 
sed arg f 
: MODS bookkeeping” by the DHEW. bg 
eve already covered’ Aloppy bookkeeping.” Let's concentrate 
_. for & few minutes on the phrases “redtape” and “scademi reedom.” 
What ‘de ‘the tiniversitiessmean by the “redtape? P-The. next ‘slide ~ 


ton 


tape.” In one respect the lum 
uxrants which brought with them, to ¢ -not-alwayBenlightened uni-. 
“.vernities, the regulations which helped most of these constituencies in 


x 


eB i 


, : ; A 
. , Of the 820 million, the universities were asked to pay back only. 


13.2 million. That’s about.3 percent of the total challenged, and as of 
anwary 1978 not all of thix had been paid back. a 


. Tho penalties aro really very painless. The amis] perialtics are taken 
ty the universities to mean that what they’ve been doing’is all right, 
au 


at imagine what individual taxpayers would do if all knew that. the 
TRS would settle with them for 3 percent of the fraud. | “a 


mltape” and “academic. freedom” by the universities, and 


shows some of the areas whigh the university lumps in with “red- 
ming is appropriate. It was the Federal 


their struggle for vjsibility on campuses. | 


T ask, whic these areas do the universities find so onerous ‘an 
adani ie burden? Towards. which-of these. constituoneies do the 


“Universities wish to remain unaccountable? Blacks? Women? Em- 


ployees’ saftty¢ I doubt if the universities really want to do battle 


ar ae 


in any of these areas, when their chief objective, I think. is the audit 


trail of Federal grants. That’s where the money is, 
That is the red tape they gre really talking abont. - 


é ‘ 


* 


With regard to the audit trail, university administrators complain - 


about the “redtape” not because it’s so hard to maintain, but because. 
they don’t want to document the mismgnagement. The salary certifica-_ 


. | tons for 1,000 grants for 3 years cSuld fit into a small hutch of 


three-~drawer metal files, if departments and central administrations 


. really didn’t have an aversion to maintaining such files, However, as 


upply to journal trans 
y 


previously lesen el apparent aversion.to paperwork doesn’t 


rs—fee previous slide—which are assiduously 


. attended fo on a large scale to bring hundreds upon hundreds of grant 


' _ balances as close to zero.as possible. The universities also maintain a 
» food paper trail for supplies, to prevent fraudulent billing by vendors. 


The universities know how to maintain good books when éliey want 
to, i . : — a ee ae 


- tion, and there 


out on all manner of things scientific or political; This is the ‘ 
academic freedom, the kind Galileo didn’t have. Galileo’s problems 
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As for “academic freedom,” the universities plead thet time and 


. effort reports are inappropriate for professionals who can’t be held 


to sfrict aceountability for their efforts. This argumerit is specious 


‘though, Tf is important to note that in the 100 andits we analyzed the 


auditors found that the payrell distribution system for nonprofes- 
sionals was ax frequently deficrdat as that, for professionals, The uni- 


, Versitics don’t argue that nonprofessionals need-to be protected from | 


the burdens of strict accountability... 


The universities don't use the ‘phrase “academic freedom” in con- 


neetion with nonprofessionals, Nonprofessionals are supposed to work 


a normal work week on specific tusks. They're not expected to hold 
forth on academic matters, But in the heart of the audit trail, spe-. 
cifically with regard to the salary certifications, the nonprofessionals 
and the peels ure treated similarly because it is necessary to 
treat both groups similarly to, subyert the peer review system. 7.” 
Moreover, while the universities are, pleading for “academic free- 


dom” for ‘professionals, they are taking away by unlawful means 


money which pHncipal investigators have won in national competi- 

»y depriving those principalinvestigators of “academic — 

freedom,” , ; : oe ee 

The universities equate “academic freedom” with the right to Hass 
) 


were not with funding. His. prgklems were with dogma. The theo- 
logians didn't like the way he interpreted his results, 

$y contrast, the principal investigators of today have yo problem) 
with dogma. Department chairmen and deans are willing o listen 
patiently to the most far-fetched scientific theories, Howeve many 


of these sunie chairmen did deans don't take kindly to anyone’s\ques-— 


tioning how they manage their departments’ or schools’ finances.) 
For example, the same chairman or dean who might. himself ign 
his name to a full page ad in the New York Times protesting vipla- 
tion of human rights in faraway places might have lis own defirfition 
of first amendinent-rights when the talk gets around to the handling 
of Federal grants in his.own backyard. a 
There is a “new™ loss of academic freedom these dys. It’s less easy 
to comprehend because {ts violations occur behind a wall of rhetoric: 
generated by the universities about the “old” academic freedom, the — 
kind Galileo didn’t have. The old academic freedom is meaningless 
in the absence of control over the purse strings of hard-won prants. - 
Who are the persons. whose academic freedom and constitutional 
rights are being denied? They happen to be the persons most likely _ 
to maké ‘important. discoveries. The prizes come later in life, but the 
discoveries in the life sciences are mostly made by young investigators, 
many of whom are nontenured. Thus, the nontenured are on the | 
ascending slope of the productivity curve in the life sciences, the part 
of the curve where there is the greatest limitation of free speech when 
it comes to talking about grants mismanagement. Also, among today's 


“nontenured, three out of four are Ph. D.'s. Young Ph. D.’s are, there- 


fore, the group which has to speak out about grants mismanagement 
but can't afford to. The job market for Ph. D.’s is very tight these days. 

Young Ph. D.’s who are nontenured principal investigators unfortu- 
nately don’t have the academic freedom or the economic base ffom - 


44 


. 
- 


which to fight mismanagement of their grants by their chairmen. T 
helieve that much creative potential is being lost by limiting at the. . 
departmental level the young investigators’ access to their harthwan 
grant nioney, The peripheral workings of peer review make a mockery |. 
of the central process of peer review, While academia supparts the lat- 
fer, it subverts the fomner. . 

_ Let’s go back to the audit trail so that T can close with recommenda- 
tions for improving accountability and accounting. My plin centers on 
a reenfrunchisement of principal investigators. They would prepare 
budgets as usnal, Then they. would have to sign all time and effort re- 
ports, all salary certifications and all pages of the reports of expendi- 
tures, with their full payroll signatures, This function eould not be 
delegated toa “responsible” university official. That is the side step 

_ that, must: be avoided. That is the mechanism by which principal in- 

_ vestigators are disenfranchised. That. is the step which allows the audit 
trail to descend into.a valley from which principal investigators are 
frequently excluded. For the word “responsible in this context really 


- Means responsive to départment chairman. be 8 a 

‘Tn addition, with my plan, principal investigators would receive all 
‘printonts of expenditures and all communications on Federal grants: » 

» from the central finance offiees, via first class mail. When T was at 

7 - Harvard, Hale Champion’s’ communications about Federal grants, 

- +” inchiding memoranda as well as printouts of expenditures, were ad-_ 
dressed only to deans and department chairmen and not to the real 
money raisers, the principal ‘investigators. ‘Principal investigators 
should not, have to, ask department chairmen for this inforniation, The 

-  -DHEW has to face facts. Printouts of expenditures can be sequostered 
_....,..in the offices of department chairmen, When department cheirmen- . 
“""~ “pooland deliberately mishandle gtunts, they ‘do their best: to give out 
its little financial information as possible, as T observed firsthand at 
Harvard. Sequestration of the printouts of-expenditures is a vital toof 
_ of the fraud, Chairnsen should not be given the opportunity to seques- * 
. ter these printouts. .- . a NS a 
Would handling these pieces of financial data be too much of an ~ 
administrative burden for principal investigators? Absolutely not. 
Reading and signing all of these documents would take in the ag. 
sregute no more than one-half working day per year per grant. The 
_» “burden” would be a pleasure, Trincipal tavemiton, particularly 
J _ the nontenured, would be @plighted to get their hands on all the decu- 
ments they need to use the good judament that God gave them. First, 
80 that they could protect the funds they have won, and second, so that 
-- those funds would be available to buy the wherewithal fo do the work 
which the peer review process said they should do. No more wondering 
where their hardwon money went. No more putting their careers on: 
the line to challenge the mismanagement. When everyone in the Fed- 
eral money chain knows what everyone else'is daing, it will be harder 
_ to commit the fraud that is now being cémmitted. | 
Tn my plan, the word “everyone” includes the nonprofessionals. The 
pay envelopes of nonprofessionals, in addition to. notices of such events 
_, 48 university picnics and blood drives, should have a computer- 
xenerated printout showing the names of the principal invéstigators 
_ whose grants are paying them. That would set the stage for the dis- 


e 


are 


" principal investigators, 2 nontenured, and ft tenured, Ha 


in 


a, at 


urmingly innocent but devastating question by a technician’of 1 ptin- 


cipal investigator, “Dr. Jpnes, ] work for you, but how come Dr. 
Smith’s grant pays me?” oe . 
With ed to indireet costs, I think that principal investigators 
should have input into the budget and expenditure processes for this - 
area. As 16 is now, principal investigators contribute prodigiously to ~~ 
.& block of inoney i expenditure is a dark secret to most of them. 


think that there should be indirect. cost oversight committees which . 


give principal investigators representation in proportion to the con- 
tribution of. Federal Sellars to the total budgets. Within this repre- 

sontation I would lave a nontenured/tenured ratio which follows the 

ratio for the combined science faculties, For example, if such a 

committee at Harvard were to have 10 representatives, would be 

ard admin- _ 
istrators would still have a 70-percent majority but at least what is 

now a total mystery to most principal investigators: would be in full 

view. I think that the principal investigators, particularly tlie non- 

tonured, would be shocked to know, for example, what is included in 

Harvard’s proposals for indirect costs. , e:e 

_ This past spring, new OMB regulations were adopted which show 
that the OMB has been sweet talked by the universities into believing | 
that tho “redtape” of the audit trail is too burdensome to maintain. 


_ From now on, as I understand it, the universities will have to file — 


only ono huge salary certification annually with one signature on it. 
What that will do‘is to facilitate the perpetration of the fraud. It is. 
‘easier to tell one big lic than many little ones, to turn in one big false 
cortification instead of many little false certifications. This will put 
the Government’s seal of approval, through an official regulation, on 
deliberate, willful, purposeful, and Feaudinlent rrants mismanagement 
and will complete the disenfranchisement of the principal investiga- 


(Fa tor. “Phis part of the neW regulations must“be rescinded. ‘To meas & 


> 


- 'g 
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principal mvestigator whose grants were misused by his department 
chairman, who was deprived of fmancial information and first amend- | 
ment rights, this regulation is anathema. . OS 
Finally, the DHEW higher-ups should ‘stop treating universities. 
as favored clients whose dealings are beyond criticism. One by one in - 
the last 20 years we've been disillusioned by the wheelings and dealings | 
of the college-and-university-educated members of our socillgy : phy- 
sicians, lawyers, businessmen, politicians. The time has come for uca- 
demics to join that list. The data overwhelmingly show that research 
universities are not above deliberately, willfully, and. purposefully 
Miisusing taxpayers’ money. The cyidenee for gross mismanagement . 
Is everywhere one looks. Let’s not avoid seeing the evidence for what | 
if is, There is mockery of peer review. There are false vouchers being 
submitted to the Government. There is loss of academic freedom. No 


‘ amount of rhetoric by university authorities should be allowed to. 


smooth over these multiple transgressions. . 

_ The DHEW should stop considering universities as-‘more important 

than the principal investigators in them. If the universities need Fed- 

eral nioney to survive, make-them. fight for it openly the way thoy 

expect their scientists to.afhe best way to ston the frawd would be for 

DHEW to treat universities the way DHEW now treats its other 


a 7 


clients who receive transfer payments: physicians students, welfare ee 
recipients, 
raud is fraud no matter who perpetrates it or why it’s perpetrated. 
‘Mr. Founrain. Doctor, you quoted on page 5 from a memorandum 
from the assistant dean: for finances at t : tuna School of Pub- 
lic Health. ‘You also made reference to another memorandum later on. 
+ Will you subinit copies of those memorandums for our heari ing record? 
Dr. Conzn. Yes. | 
['The memorandums referred to follow: | 


oh ae 
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OBSERVATIONS Ow DEAs'S REPORT PES: roa 1974-4375 


a 


oa The 1974 to 1975 comparison reveals sone notable davelop- 

v ments te the School’s finsscas. Overall, facome ‘availed of rose 
BAZ from $11,827,161 to $15,851,967; Since the major componsut, 

' federal funds rose almost 41%, the result was an increase fros 
62.32 to 66% im the percentage of such funds to the total. The | 
‘wary modest increase in training grants failed to keep pace vith 
cost {sflation while the 70% rise io stipends helped ‘to underpin. 
the eizeable increase im tuition facome. Federal funds is fact 
aererees $498,197. of tatal twitioo xeceipte. 


The net diceease in federal ‘funds vas spread quite unevenly - 
among the subdapartpants. Of the total accession of new federal funds, 
$2,325,215 or 36.72 was dn Administrative General, §701,519 or 22.92 | 
eccurred An Nutrition while an focrease of $714,633 or 23.3% of the 
total k place in Physiology. Together chase three subdepartuents 


" accounted for 82.92 of the overall focrdsse. ae , 


Federal contracts continued to represent as incressing 
fraction of federal research volume, rising from 4.52 to 37.52. The- 
major increase of 70% in stipends accompanied by only » small movement 

4nella Crataing grante is-a-clear iadication that federal policy to ahifc 
mupport: from instituticas to students is taking bold. adhis Ap nota. 
good oman for the sutere . 

While euirens incone did increase about 34% froa 1976 to 1995, 
tuftion income as 8 percentage of total incomes availed of reunined at 62. 
Yodowwent income as a percentage of the total dropped from 11.32 to | 
oaly 9% of incene availed of. Non-federal soft-money grants and contracts | 
xose about 25%. Im view of the fact that such {income fails to cover the 
total costs of the activities it generates, ac added burden falls 

. wpon unrestricted expense without compensating tacome. Is sum, hard | 

\ money declined further as s percentage of income which must covar 

constantly-{ncreasing indfract costs. Tha vulnegabiiicy ioherent in 
. Gependence on federal dollars incressed significantly. Soft money of 
~ gill kinds accounts. for ,about 90% of total direct expenditures. ~ : : 


, 


* 


wine 8 
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; The antic{psted {epact of the nev pie educde for Setabaak 
‘gadistribution of faderal research fnd{rect cost recoveries exceed 

«, perfor estimates of revenue loss by more than $100,000. As a post- 
eloaing trausfer, abour $541,000 was charged to the School's indirect, 
Cost Facovertes froa federal research activities and credited to the 
accounts of the Medical School and School of Dental Medicine. The 

(whet effect of the large fncrease of modified direct federal. research 

. Golfars. was Co depress the School's real fndjrect cast rate considerably 

' Below Che average rate for the Medical Ares and, therefore, muci- 

-. dower than the real rates for KMS and HSDM, Zt will be recalled that 
‘much @ result was predicted whea the nev systen was projected to begin © 
ea July 1, 1974. . 3 

Ie the face of rhis increasing inflation of woft- nowy jineesa 
while hard qverhead costs inexorably advance, the obvious questions 

ia how HS?PH continues to enjoy operatiag surpluses. Although the 

‘size of the surplus fell about 53% frow 1974 to 1975, reaching $333,768, 

40 fs eetll favorable. As a percentage af total incone PrnREAED Ss 

though, 4¢ ‘fell frum about 5% to adouc 2t. 

é - ‘ 
Despire the absence of real prograa budgeting, ta ny opiofon -. 
it fa svt fupous ible te divine the financial dynawics of thin sizeable,. 
a@lbefe dvindling, Burplus. If one assuces that federal research actiyity - 
should retum at least fits full cost, less cost sharing, then alacst 
$8.75 willion of such research should be a break-even Seperation: The 
surplus must be een evee eleewhere,. in sheery at least. an 


Uoresericted-endoenent income, interest on departacntal balance. and 
expense recovered fron the Medical School total about $626,000. 
Qorestricted expense other then costs of building operation amounts... - 
“to abque $1.25 willico.: This leaves roughly s gap of $630,000. Tuition 
_ and othec student {ncome of about $975,000, providing ic.can be gained 
without apprecisble focreneotal unrestricted expense, would. produce 
@ surplus of about $345,000, not far from the resi thing. While chis 
fe quite simplistic, the key coocept fa understanding the rola of curreat 
educatfonal programs is ineresental unrestritted cost, siace ail 
% tuftion fncome is varestricted ‘Income. 


There are’a nunbet of vts to the: edicastetat: prograns 


— ie which aither yield.tuitios dnc or absorb part of the burden of 


educat {onal costs, Which is which fs a matter of fodiffereace sface 
either process produces “free” unrestricted iocome, 


Federal traintag grant and contract support, whether categorical 
or institutional represents a purposeful contribution by. the govern-" 


/ .  . ment’ to our educational activities. Is 1975 this frank support amounted 


to $2, $52, 388 ef which $996,178 was for studéots and’ $498,197 of rhat 

amount wae received for tuttton paysents. About one tenth of the overall 
| fetal was accounted for by the Formula Grant. Soue additional federal 

direct funding was derived fros the research training provisions of the 
General Research Suppere Grant. ; 7 


ance rguavrend® free-through -« bypass: from the staat absorption unitsdo che... 


t . ates | : ; / 
- 2 1 45 _— 


‘Qa the aoa- <seddoet aide,’ a ‘certain portion of restricted 
eadownent incose axpended was utilized in the educations) effort, 
@adiog up Creasforced foto unrestricted fulton fncone without burdaa 
ea unrestricted expanse fust as some auch axpeoditureas for federal: 
reemsig are teturned ehEouEn oe dodirect wont pool as uarestricted 

COme : 


- The teaching programs benefit as wehl fron sone less~than- 
federally-intended diversion of federsl funds which redounds to the 
Panefit of SPH financial results. A cartaio portion of the salaries 
aod fringe benefits of faculty supported by federal research funds . 


Is fp fact diverted into the teaching programs. This pigy has doub}e’ . 


dividends. It sot only encichas the catalog offarirges avatirhle to 
tuftfon-paying students ({.e. unrestricted facoae) but it also tends 
to overstare the “size of the federal research fodirect cost. poot by 
Snadvertent inflattona of its wajor conponent, the operating cost of 
apace Savoted te federal Fesearch, thus absorbing sone of the. burden 
of operating teaching space, othervise fully an uorestricted expense. 
This double retura- a welcone increase in Worestrictad focome and . 
decrease in uorecovered unrestricted expease is not entirely reliable 
an # long-term device. A good deal of it rests upon the ability and 


‘willfoguess of the affected research faculty to continue the practice. 


' Some éovect dnouation. neue served to facceese furcner tae 
relative fraction of total building operating costs which flow into 
the federal. research indirect cost pool rather than into the School's 
uarecovered unrestricted expense accounts. While the original design 
@f the. Kresge Buitiding called for the purchase of chilled water by the 


fon dfrectly from the sew Total Eoetgy Plant, that te curreatly imposible. - 


Ynstead, all the chilled water oeaded for Kreag e airconditioning is 


Weseatch Building. All the substantial steaw costs to. produce this 
mon-rasearch service are included in the costs of #665 and calculated 
as part of the research pool, “shunting a major cast out of HSPH's , 
unrestricted account. This practice villi end in the not-too-distant 
fisture when Building and Grounds preventive maintenance will have 


-\ adainisteared the coup de grace to the absorption units and the Total 


ee ee 


ERIC 


‘Foergy Plant is deliveriog serered- chil wes water. 


wows: oe & £fnal gaick io the current.allocation af Power sea: steas 
fa the Medical Area will serve to add. another facet to this"a¢rouses wo - 


As the systea now Operates, the Medical School ends up substancfally 
absorbing the difference Setveen the output of steaa from the Power. 

, Bouse and the metered use of other systes wenbers auch as NSP. . Thus” 
’ the inadequately-wetered Medical School inherits the cost burden of 
weter malfunceions or condensate retum anomalies which would tend to 
waderatate the consuaption of the eters : 


eo 


751-111 0 - 79 + & 


fe 


a a 


& steam by-pass valve system at SPR #665 which allovs steam 
to flow into the main buflding supply without passing through the 
mater developed 4 malfunction sonetiae betwean Deceaber, 1974 aod 
_ April, 2975, degpite preventive maintenance by B. & C.. To what extent 
thie accounts Far « palpable underage fa the year’s prejected stesp 
gost for HSPH is impossible to determing. While a calculated adjustcent 
Bas been made slace the discovery and correction of the malfunction, 
Qhe ultimate solution , which the Kadical School is EnASPEREI OES is as 
‘major cap{tal eapenditure for new meter: instellatfons. 


; . The paist of this extended dfiecusston of the probable erictns 
ef the School's operating surpluses 4s to underline the fragile and 
transitory mature of the many factors involved. Energy, space and, 
@spectelly, security costs are rising significantly and will. coatinus 
te’ do so, MSPH will be unadle continuously ta tap the ¢{21 of over- 
-@llocated xresearch costs. Should federal frank support of teaching 
atusdle and covert Ruppert diverted from research faculty dvindle, 
warastricted costs for educational prograas could suddanly wultiply 
dangetously, effecting @ complete a a financfally. . oe, 
‘ 
Finally, there are additional dengue signals. fn the continued 
and projected proliferation of new programs supported by son-federal 
‘funds which offer scant possibility of recapturing full indirect coscs. 
Xf we pile on top of the potential loss of favorable factors underlying 
the recent and current surpluses the underrecovery of overhead costs. ~ 
mot oaly Go restricted endovaent-supported activities but also as facreasing | 
'. gap of cost recovery from other son-federal soft-soney sources, the 
Burpluses will quickly be transformed ats fntractable deficits. 
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JPen thie year hy the happecetaace of aw atagle Corporation meeting aarly fn 


pio: 


: acaareme eahiaingaes = coma Va a 


Piling ae ane ts ; 
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Pe 

Dies weston Of aater fai fe be included to preSudges lette: au Dec. 27, 1974 
Attached fe a Xecox copy of the Budget “Megual fmatruct fas ‘fer the 

pracbudgee letter ardinarfily due to early Jdnuary- but pushed fyrward to Decomber, 


Jeavaty. DL have wafte® a long as possible since avery wwek usually Brings 
Safereation mot available befuse. The tine ne cosa, however, to discuss the 
Latter on the beste of what 16 mow avatladle. Z a 

Tne sotosrai avalysis anctoned i a gesivind point and Iwill attaecpe 
to esplain che major aape tae and income projections ae they lovk ta me at this 
point, Since the pre budget Latter is # forw af eariy-vataing oyster For the 
Garpuration, precistos is met ‘whac is callad for hue rather as honest atrenoe’ 
to taise major tasuer and questions reletiug te the current and wpceving budgec 
years. Thera will be Sane Wilfescencea of epinton among us regarding both 
time periods. . 


The foltyeiv, ite § sven bo me at this tine to be relatively pred(ctale: 


"Ye OOM fox 1976-75 Will Be adocr $174,060 over BLG'm origiual 74-75 estimate and 


397% 7e will faely be at Terese $250,000 shove actual 76-75 €igures assuning 
Bo palpable chinge fu our eperating schedules or Spattaa caretaking lawals, Fy 
The worei- crise yn vat bi Tiny accord tug fo the cutreat betting om final action by ‘e 
the D.P.U. en Bastoc Ediaon'a cate-increase caguest fs thet: political presctures 
. pPerouace Che O.P.U, fo shifs. the tneidence of fnceesae towird big users to : 
Peoauage the Litcle m, with @ pusstble consaqueace ef a 402 fncresse for the 
/ Fovgr- Mouse. This would meas about $140,000 im addition to. tha $150,000 fucrease 
mentioned alkive, 
Q- Insektutional euppart from rraditionsl Graining grants wilt be phastng out at a. 
sate of about $250,000 per year from gow untt, 76-77 with a concom{tant laws | 
wer year of $24,000 tn indirect Cast dauese, . This will pat preskure ob OVOl-3 
bub Wepartaene allocations and comproalse teaching Fesourcag already woder | ‘ 
aihstexsed enculiment pressures. a 


3 The Countway Library fee seems almost certatn te {crease hy about $60,000 per 
‘" year~ thanegotiations have bean delaged bet cannot be sweided. -My feforastion- wa ‘ms 


of that Meadow & Co, mean bua{nesa for this fiscal geat. 
&- at Teast for 7-76 inflation of B-10% im salartes and Wages appears ceriaig with 
Mined rates fur noa-Kalary dtems, 


.§- SS Shattuck Street should soon have changed hands ao that va might atact earuing 


_ bent $65,000 per yaar from the resulting andowsent. , 
6 We will apart 75-26 with @ eszeadle CRS bank “account, espechally 1£ current reports 
abour 2975 CRS award levels can be truaced, | 


ts 


“Te batac tug: fe: lan Up poe EL teseatch Saar ha. cuctalied. Already Lown 


has Tose two major grants, ro wihtl Jose traches@ support falso free Aramco}. 
‘and the @isespaundtewnt ay which reacued Weller and Cheroia at the Last 
fnetant will not continue. Sitny cejecttoos have heen receivad from Noveaber 
Councils and pending rescissions have put a hold on wll sev avacds and a crisp is 
‘committed continuation funding. 

R- Newly-aade Corporation policy with’ perait. wyatesatic charging af tndfrect : costs 
to budgeted reutricted endowawent and pitt incowe altha the precise methodalogy is 
Bot yet clear, g 

§- Tultfom remisefon is inevteabte but. the method fs still unksows as is the wet 

~ Wpact of HSPR. tuition income retention... 

to. Admlintetrat tye staff increases will occur in the Bean's Office ind ia the audio-TV ; 
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eM etre Po be ey wea eae in Fabra y with che Mies ta 7 
me eT ak kt nee at teres dO Keektoa aaent go dee? taki ty 
Che Gfepee go Reg ®- at Planaleg will Bave diz F cantons ts? Kopttusfous fa * 
Cf So fafke- oe 7a Te at-issfons. Other faculrind ake tyrvatdecing diqrwacee - 
ef ene Chee Shiol FAS WIth #° for $9, Gere Kemcty, KYS may ef? Luciessd : 
MO Test EG Ree Bove wight comffe: $950, . Bea View the pPoesibtlety | 
Af future eee ide gt oss oe uals Ling Wiss arkancvasaya FS 60nd poenth la, 
2 Institutional @.gors efter aa forasta ex Gapitation Bi 40Ce are by ws means, : 
Fi in the Dag. Ferdays the bef beg new fe the: €se5 the caoreft wight cnc a y 
wiaple axtensten. "In any case By Figures pofiech the pase dollar suyport ab 
Gn racest ys eral | aa : , 4 i 3 co Fal 
3 Th. Jewel ad Cure eat tar Ghani wifes wtht need Otii-1 Beaudet) at gio 


Mant g oF tet cad reas mod Cradetoy, gears munoolt Pe otsok fhe wee 5. pe 


: i 
Rinse porto tim wipre(kcaasle. Une Levinn Proglagand thPpcudiss eof a. mee ie7h hy 
for the casting! mow teyenr pragta: ate additdoral Soha wos. The dateer etghee: 
possibly open a Factorea's Bow af me-tan’s. foe FF 8S oa ing 

“he Ane prope te abso of ele 78-70 Felerel Indirect cost rerearch pool te highty: * 

: proWleranrfest wipe riety OFM wElyT Push up the sycovery per aqivre foot of... , 

Teg tt cete wie, te cat feracalty of Space wae and Bor foling C84 atertbucadle ! 
fo Federal pee sch wT Aepiran the total. The eer] dnesenent of @pase frog ~ 
the Coottmuriag Pducet (an progea will be more thdnfeffaer by uss Of expetaive 
Palwidtory nyars ateriMr fag, a adi Bo peang oe 

S-Kr. Meaty Ree Ret bts atphee on the $35,000 pata taksim for Vr Paras(tology «| 
four ce eyes Blin e Drew. Phere & Sartes aute that teerty. With change tn Bea! 
Serpfeutuc and KOM dedire to reapen thie subject alsng with Courtesy, Yan’ , 

ROE aangucne( * we gaa hold tha; plum or ice wists. ; 

& Ts de Ukety that in the near fusca Hold will be asked to com ig feaalf tom 4 

“feng tete parking cor efdment which VIII cove falthe fire of guaraitering to pay ; 
the aunial costes of X nusten of Satage Spaces, Assuring that half the cost ef 
each Spaces possibly §720 per year= will he sudatdtsed by the School- this fa the | 
current thinking of Meadow. & Oiendski-* how Meny Spares can ve afford to preeapt 7, 
Tf we shrink from a commitment, we will have oo verhing spaces. J have mo ready 

, aonvers but oaly the relteretion of Nurphy"s Lay, : ; 

“  Tweatig to the discusstom figuras om the eulummar-wheet-the revised €fgute: 

‘for Mtoe 8, Me. 75 reflec te a pounding off and the addition of $60,000 for increanad. 

Coontway Library conte. At this tise there ts bo sound Bante for eutimating. year-end 
: actual figures, Wal’ year Ftxurcs {n lace Feferuacy wilh give s aifghely firmer beac. / 
a Mine a, nov madary eM ecee reflects an inetease of about $f Inflat {oa Plus tha added 

$60,006. Line Peelatios refiners Dr, Lefghton's departure from the payrell, an 

@vecall BS pay fnceease and adout $75,000 in new personnel expense, pare of which 

My acceye.fn 74-75. Line & gud w~dgpe OOOL-1 allocations will really depend on the 

Aneideace of salary source lower From federal research and training decressex soc 

Jegally absorbable from CRS pool, Somnitwente sede to Behavioral Scleaces, unknom 

Bev OOOL-2 costa Crom aew tworyear program, etc. ‘E have isttie confidence in the - 

figure except that I think ft may be lov. The projected O&M dues not take inte acceunt 

possible mijor electric cate increases which May appear'hy warly June, 1975 to com- 

promise all Medical Area bus'gecs, : oar 


i) 


ERIC 


@iitinaon 


7 


4 
Pe mY 
*. 
oye 1. 
: ‘ ’ : 
t ’ 
‘- 
y 
. a 


ot 8 one ar wie the bbber, ane) Bitten: , 


ee € ro 
AN Ly \ ' re 
“yh : es the 
ayy ; . 
aye . i 
wy a - 
tA -, L ‘ \. 
\ yy 
- ¢. 4 te 
' 8 ; Pee 
a ; A 
: : ae Pay se 
\ : . ‘ Ms 
tho Oa the éleare aleey: ila 2 16 delice “te aakiat inckease inion? ae a an 
way ‘tnee Ly ‘pragenced, by Bh whtea vagal Riga. ‘$8$, fe) in aie isldc frig 45 Biattuch ig 4 


' 


propraty arte. Lt ge V7 aivsir lip, tio” bigndfigent bY ES Age 7 ia of Bipagree ined: ae 
‘ Baleree. Te: eet! ewe ae $ La de ch atvaltead le pace eid arky eo ehlinte 
Pos ge cease fh yet ehhh eens. Liar 16 fee emhh tal Cea de Fouls. Teagsucen 
oO haty bodacate Ar ataaer $6 eyeths EX qnrdt pdr’ ate fWiibeine. raga of $1,606 
including the $150, erick Par. Ri ‘the rate ta atgad te $i, Tod, an ‘ada te ionel | Ale 53 
1 O29,0008 may rewulty oA saa ales vesisatan,| $45,000 to.) bree eros Re Isteetign |, sory 


fe fnedaded., “Tota. mh hash BR of wat wie. Pha Paine WS seney Ble aad tian Bee vi 
wach WELL recede the TW $33, GQ. | Thiw. Rag ed tL ba wagacraheatl, Linde Boe 25 | 
ave gut dntuitiacy ef the Ray, resgic: af genx) cenpitcated WOME ANS ua) ant @o.2 \' 
ada the racovary COCARAAES. Since Mak yecoval Hex axe nab pool walaced: retaes ‘haa : 
 ahraye dollar raleted, the yaas-to-fear \ehangda. aheald ot be NASR ‘Ainge the \: 
| Rotal pact pill move mush Jang alttvely thea the woh eof dirace dotfars, Ac. 
4 “togtowe nent in Wy Bovet AVAAE Ses cade? Aee Tn apQured a maecty, fruai nin ore 


\ « 


/ 
tet 
re : aS ate ae Wh : ‘ ‘ 
gener al what T awe: de: @® growing ‘ghrieat fe the afequacy of tre: rity 
CVesourges Just af the Cine chaceke ake Looking to) the tuition facdme welt to, 7 
Femcue Me: from eising Od4 costa. The threats cose filba deg ceasing avetlesiticy | S ad 
wk “tte a” faculty {tae keseacch grance asd, cobtracts aswell as the Menoredte, ce 
decay- uF mumbe Sfaculey sucipopted in. the past frog regular, ‘Reaining grants. 
 Anather! ‘wakl Ras ome cs eee iy the for of ranwble @ndoo “et Maeome and wee . 
should Cop ider Mehae, orderly as cay jhe takes Co exptoth, this saurce waite Ree co yo ety 
 forgattiog Stat. the diversion af. theme doltars, fro direct bo inditeck gust bes 
geduct foak le the metic. of qceivinies ‘Ree at ted 2 ata “aster . 


2b hg, od 


ar laedett Manuel page i 
pe bes Kolumnar. Retigate Shear? 
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i _ statement which will be mage part of the record. 


as, 


s 


Mr, Founratn. Thank you very much for .a very interesting: and 


. forthright presentation of you fin ings and point of view. _ ; 
__ -F’also want to thank you for a very comprehensive and Tevesling: 


[See pp. 53-89. 


« 


Mr. Founrarn. We ave a number of questions which we would like 
* toask. Have you been served with wv colunittes subpenaf = 2. *; 
x < : . : 


Dr. Coren, Yes. 


Mr. Fountarn. At page 2 of vaur-prepared statement you indicate 


you wore asked and required to sign blank report of expénditure forms, 
known as ROE’s, even though you could not see a list of expenditures 
‘before you signed. You said you were told auch information would not 


"be provided to you or other principal “pbc inane in the department. | 
Y¥ ; : 


ou said, “Not knowing what to de I took the matter te-the assistant 


'. dean for- finances at the school of public health.” 


' an Ovtober 12, 1975. mémorandum the assistant dean sent fo Dean 


You indicate that you returned to him on several other occasions ' 
when you were required to sign blank ROE’s and the school refused’ 


to. pomply with your request for details of expenditures from the’ NIH 
grant funds. Each time the assistant dean’ for finances told you he 


_ could not resolve the problens for you. 


Would you identi 
you dealt! . 
Dr. Conun. Yea. William Claff. 


dean for finances on page 5 of your prepared stateniént 7 - 
Dr. Coven. Yes. + aha Pr. ee, 
Mr. Fountain. Dr. Cohen, you quiate on page 5, paragraph 8, from 


Hiatt of the school of public health, which you allege constitutes evi- 
dence that Harvard knowingly and deliberately diverted Federal.re- 


search funds into teaching pregrams, Your quotation Jineludes the ° 


. words “covert support diverted from research faculty,” ‘.. 
Is that quotation taken fron the assistant-dean’s memorandum? 
Dr. Conk. Yes. = te 


Mr. Founrain. While at Harvard, did you have teaching responsi- 


.. bilities ia addition to -your government-sponsored research # 


@  . 
ERC 


os find 


Dr. Coren, Not to amount fo anything, ae ee hg 
My, Founrarn. What wero yoir teaching responsibilities? 
Dr. Coren. Perhaps 3 or 4 hours of lectures per year. _ 


Mr, Founrain. Did you haye any other responsibilities at Harvard, 


such as'special assignments? 


+" Dr, Conen. No. ° 


| Mr. Fouwratn. Did you find that compliance with Federal regula- 


-tions, which required accurate‘and acceptable accounting records of © o.’ 
the costs or expenditures for your research, was burdensome to you? _ 
No. I would. have to qualify that. by saying I did not .. 
: fet the information so that I could make a statement. about them. at 
“Mr, Founrarm. You did not hire sida to.account for. Did you » 
th hangpered your research 


—. Dr. Conn. 


ose Federal regulation requirements 
Dr. Conen.T don’t understand the question. 


~ 


“Mr. Fountain. R€quirements. for accounting records—slid. they . 
. hamper your-research ? oe . 


« 


» 


Mr. Cun.en. Tf T may have just a. moment. 


Co BB 


> 


y that assistant dean for: finanves with whom 
Mr, Fountain. Is he the same individual mentioned as assistant 


él it er “— 


- Mr. Founrary. Have these auditing & accounting requirements — , 
. hampered your restarch ? . ee ates 7 
Dr. Coun, They did not hamper my research. They in fact,nt the 
time when I was able to manage thom myself in the last year Iwas 
- “there, facilitated my research. a 2 7 3 
- Mr. Founrar®: Thad in mind Federal regulations, 22). 
~ oe tel] us how. Federal regulations facilitated your research 
efforts? - ton A ~ a Sa 2 ee 
cs Dr. Coun. Well, T.would qualify that, Mr. Chairman. Federal reg- 
oes ulations, if applied, would have facilitated my research. 
At the time when T was able to manage the ordering of my own 
needs in the Ixboratory my- research was facilitated by knowing what + 
was going on because T was the sole accountant. orderer, and manager — 
for ordering goods for my laboratory. . 3 ai 
- Mr. Founvarn, You heard the representative of the General 
. Accounting Office. He stated that in aidit after audit that was made 
, at-a number of imstitutions, there was not really anything to audit. 

“I imagine in your situation you did not have any information upon 
which to base any conclusion. : 

Dr. Conen. I did not have the data. aye 

Mr. Fountain. Do yeu know how other scientific investigators at the ” 

‘ schools with which you have been associated, and elsewhere,-feel about: 
- the Federal accountability requirements? Have they complained to 
| you, or otherwise expressed negative views, concerning the need for 
- | aid the Burden of reporting costs and keeping expenditure records? 
(.. . -Dr. Conen. They have not.specifically come to. me and made state- - 
ments one way or the other. *- : 

Mr. Fountain. Do you know of. any other research scientists who 
were fired after they complained about or protested the improper use 
of Federal research grant funds t a %? / a 

Dr, Congn. I have no personal knowledge other than.the knowledge | 
which is already known to the committce. ed 

Mr. Founraty. T presume that. your work at the university was set- 

_isfactory inasmuch as you had been recommended for promotion for 
- d-year term. Had you ever received a. peor or unsatisfactory perform. . 


fice rating prior to your separation at Harvard ? 
| —DrConen.No 9 |: De ye ee oe, ee 
Mr. Founvatn. You referred a number of times to violations of the — 
peer review svstemeand the university transfer of grant funds between 
_ research projects. I wonder,.whether you would specify briefly why 
You believe such transfers violate peer review. i, at 
Dr, Conn, The transfers which oceur between projects are done 
very frequently without the knowledge of the principal investigator. 
- Thev ave done by bookkeepers, accountints, administrative assistants. 
That is the wov the ROE’s are made to look good. 
«a7 Tf the principal investigator is not aware that. money has been trans- 
ferred from his projet to the project of another principal investigator . 
‘and he does not have money to do what he wants to do in his praject. 
that is a-violation of peer review, . 
Tn this connection. an earlier comment by Congressman Wydler indi- PY 
cates an incomplete understanding of the peer review system. T quote: 
“T yead some of the hackground here and T got the impression univer- 
sities think if is a little like their money once it. is into their treasury 


‘\ 


a, oe me 


_ and really they are doing a good job with it and that is all the Gov- 
_ érnimegnt should be interested in and not as to the specifies on deciding 


that this man’s effort was helpful to the project or not.” re 
I, respectfully, would like to answer Congressman W: ydler and con- 


tinus to answer your question. Chairman ountain, at the same time 


and with the same comments. Principal gong retin not the univer-__ 
sities, compete for and win these grants. The NIFI rules and regula- 


fions state that the principal investigator, not the university, is-re-. . 


sponsible for the scientific-and technical direction of the project. The 


principal investigator is, therefore, the person-to decide that “this 
beh mig 


-- Man’s” effort was helpful to the project or not. If "this man” js paid 
for by project A but works on project B as a result of ad decision of an 


administrator or department chairman, peer review is-being willfully 
violated. As the system now operates that is what happens froquently. 
“This man” can bea professional, but. also has.as mae! chance of being 


. a nonprofessional. 


Whether he is a professional or nonprofessional, when “this man” - 
4s switched around by administrators or.department chairman with- 


- out ent to budgets or specific da ar is mockery of peer re- 
n 1 


View. 


an attempt to cover up this fraud, funds are switched around 

by journal transfors to tidy up-the reports of éxpenditures and keep - 
ashington happy. This.compounds the fratid and contributes to a 

far.more setious situation from the scientific, legal and moral view- 


| _ Points than Congressman Wydler’s comments suggest, Fraud and 
.Violation of peer review are inextricably related. When that is under- 


stoad by the Congress and the DHEW. the fraud can be rooted out 


' and eliminated. 


"Dr. Gotprenc. Dr. Cohen, by a violation of peer review do yoy mean 
that because the evaluation and award process utilized by Government 
agencies, such 4s NTH; selects specific individual research ‘projects for 
Support, any diversion within an educational institution of the money 
intended for such a project would result in fhe unauthorized support of 
research or other activities that was not cleared through the peer review 
process! Ts that what you have in mind? ue 
Dr. Coren. Thists correct, 


Mr. Founratn. Any other questions . 
ve response.} P 
My. Fouwtarn. Doctor, your statement would prompt us to ask a lot 


of detailed questions if we were not subject to limitations of tinie. How- 


ever, J want to thank you for your frankness and your willingness to - 


‘ re 
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give us the benefit of your findings, 
Tow did you get all of this information from other institutions ¢ 
. Dr. Conen, Under the Freedom of Information Act and I analyzed 
them myself with my attorney. 7 i 
Mr. Founratn. What type of work are you engaged in at the present 
time 7 z : : . 7 
Dr. Conmn. T am a physician. I am doing student. health, industrial 
and prison medicine. - | ee 
Mr. Forwratn. Have you attempted to become associated with any 
university or college and been given a cold shoulder because of the 
experience yon described to the committee ?: 
Dr. Conn. No.” 
Mr. Founrarn: Thank you very much. 
— | Dr. Cohen's prepared statement follows :] 
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A Ye fe ee . 
a. es PREPARED STATEMENT OF De Pun Cowen, NCKBTINT AND PHYSICIAN 
. My name is Phin Cohen. T ama scientist and physician. 
ot have bean married for 27 years and have 5 children, I have 
a bachelor" 3 degree from Puke: University and m degree from 
_ 7 the Goivareicy of Maryland. After internship at Duke Hospital 


v 
and two years service in-the Air Force as a flight surgeon, 


ee 1 had @ one-year Fasidency at Boston City Hospital with a * 
‘Harvard appointment, after which I spent 18 of ‘the next 2} ta 
years doing research in the Harvard. medical area, ten: Seaee. 
before a8 yours | after a ‘3-year laave of absence to do 

_Fenearch in biqchemistry in Holland: Pad 

, 1 om a mexber of 4 national research societies: The 
“Apexican Society of Biological Chemists, the American Society _ 
for Clinical investigation, the American Soctety ‘pf Hematology, 
and the American Federation for Clinifal Rekearch.’ Iam also 
board certified in internal medicine. and @ Fellow of the 

‘ American College of Fhysictans. : 

In my\caxeer J have been a technician, tesearch fellow, — 
- Project leader, for another principal. investigator, and principal 
‘Anvestigaror on 'varioud ‘projects.- I have done eiewavek in 3 

* environments: in a hospital, ina haste science laboratory 
which was removed from health science facilities, and in a 
laboratory in the Department: of Nutrition’ of the Harvard Schoot 

of Public Health. My research has soncentrated on the physiology 
and biochemistry of himan platalets, and the use of fluoride to 

‘treat demineralizing diseases of the. skelegon. 
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The peraonal e iences which L shall describe began 
when. 1 von three faderal arante via the peer ‘veview system 


and .as principal investigator on’ ates grants assumed xrespon- 
ity for s public truse. However, my Presentation will 
noe be confined to personal experiences. What. began a2 a 
defense of my own grants nas ‘grow into an investigation of 
the entire system of grants mismanagement by universities in - 
this country. = 3 


My exposure to grante aismanagement dagen when at the 
and. of the first year on one of the NIW grants I had been © . 
awarded, an administrative assistant to the chairman of the 4 
Department of Nutrition of the Harvard School .of Public Heaith. 
‘gave me a blank Report of Expenditures (ROE) to sign. I 
infoiwed her that t did not wish te sign a blank check aad 
wished to see a list of expenditures before signing the ROE. 
1 wag told that such information would not be providad. to ne, . 
“or to other principal investigators in the depaxtment., Nor , 
‘eens what to do, I took the matter to the ‘Assistant Dean , 
for Finances. at the School af Public Health. He told qe thar 
ce problea was not new. and that he could not resolve it for 
At the end of subsequent years of my NIH grants more 
blank ROEs cane along. I continued to ask for infoymation 
regacatia details of expenditures from my NIH funds. Repeatedly. 
oO these requests were denied. I: returned to — Assistant Dean , 
,for Finances several tines and each: time was told that he 


* 


@ 
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bee 


‘could not resolve the problem for me. Me err tacked me 


that if T continued ts ask questions about the sanagesent 
of By grance ic ene be unhealthy for my career. Finally,- 


ay’ concern rose to such a level that 1 demanded that lists 


‘of expenditures be provided to me. When the information was 


turned over in ‘the form of computer printouts of expenditures , 
I saw that ‘federal grants had been grossly misused by the 
Department of Nutrition. gaw that persons who had done 


nv work for my projects had been paid with my NIH grant funds, 


. eontrary to NIH rules and regulations. Some of those persons: 


ue 


in writing was withdrawn. 


‘were known to me and worked for gther laboratories. ‘Others 


“were not known to me. The magnitude and pathways-of misuse | 


told me that the’ misminagement certainly went beyond ny grants.” 
I requested the university to audit grants awarded to me and. 


other principal invest {gators in. the Departnent of wutridion. 


| ‘This vas not done. 


Prior to demanding the ists bE expénditures and. / 
requesting an audit of the Department of. Nutrition, L had eA 


regomménded for promotion ‘with a five-year term, This was 


under cons ideration, bud when’ 1 questioned grants managenent 


practices my Faculty reappointment which had been committed 
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, Because of Marvard's failure to act on the grants . , we we “i 
: mi smunagenent in the Department of aver Eton Tt subsequently = « . 
‘reported the matter to the National Institutes of Health in’ 
“Decembey 1975, In‘ February and March 1976 the Division of 
Nanagewent Survey and Review (BSR), the auditing group of bhe 
“ National Tascitutes of Health, did au audit which showed that: j - Te 
1. Persons who had .done no work for my. grants had | a _* 
begh paid frou my grants. Sone of those pexsans were know 7 
to" me and worked for other laboratories. Others were — knows 
to me. : ‘ ) - a — " ¢ 
a. Other employces were ses to my grants in: excess . 
of the. effort they spent on the projects. , . 


3. : The procgdures used to allocate’ supply costs were 


“inadequate. oe * : 7 , ; _ 2 
. ~ le, ‘Principal investigators besides we were sis ace 
getting adequate financial information concerning their projects, 
“5, Time and effort reports and salary certifications 
had not been aigned by persons having firsthan knowledge of 
whexe the cmployeas shown, von those reports were ac ually sale ass 
6. The findings were not limited te ay grants. Twe 


“other grants in the Bepartment of Nutrition were also found 


to have been mismanaged.’ This was not surprising to me. 


4 


_ 
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wes, . 
*% 7. The ndings were not Limited to -the Department 


of Nutrition. Similar evidence for grants mismanagement was 


- found in two other departments of the Scheol of Public Health. 


8. Persons ware paid with research funds to ‘teach 


: courses despite the fact: that this is specifically. forbidden 


by federal regulations. That the school of Public Health 


knew, this was against: regulations but did it anyway, is confirmed ‘ ; 
‘in a: pemorandus dated 12 ‘October 1975. from, the Assistant Dean. 


for Finances to Dean Hiatt’ of the. School of - Public Health: . 
a "The teaching programs benefit from.” -diversion of 
federal funds which nen to the benefit of School of Public 


Health Financial results certain portion of the salarica 


“, and fringe benefits. of faculty supported. by federal reseageh 
“funds is in fact diverted into the. teaching-prograns. This. 


Ploy has double dividends. It not only enriches the catalog 
offerings available bs-bunetonapaviae seubeis (i.e. unrestricted 
income) bur it also tends to overstate the size of the federal . 


” 


‘indirect cost pool. oe ok , a8 ‘ 


e * ¢ 
"The point of this extended discussion the probabie. 


origins of the School's: operat ing surpluses is” fo underline © 


, the fragile and transitory nature-of the many ‘factors involved. | 


The Harvard School of Public Health ‘will. be unable continuously 
to tap the till of overallocated research costa. Should federal 


frank support of teaching stumble and covert support diverted . 


from tesearch faculty dwindle, unrestricted costs for educa- - 


tional programs — suddenly alae ee 
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9. “The auditoxa quantified their dinines-ca only in 
the Deparruent of Nutrition. and included only 5 arante of the 
more ‘thao 20 grants then active in that depaxtment. | Moreover, | 
the. audit did not quantify’ all cost categories or all years of 
those five grants. For my three grants, as.bést I can determine, 
approximately two years were audited. For the othar two grants, 


approximately one year was audited. "Nevertheless, the auditors . 


found. thar 132 thousand dollars of those Five grants hag been 


x 
Y 


misspentT™” 


10. Kale Giese, then Financial Vice President of 


Harvard, was informed of the auditors’. findings and a decision : 


was wade to pay back to the government the entire sum of 132 

thousand, Penny: for penny. oS - a 
il. Om the basis of these findings the director ova 

the’ DMS believed thac the mismanagonent might be uiieapioaa” 


at Harvard and Kequested in a letter in June 1976 that the DHEW 


audit agency do a general audit of the: School of Public Health 


and all other schools which raceive federal grante: at F Harvard. 4 
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f ‘i ba é aaa 
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wit | sontixatlon of my allegations of grants mismanagement ” 
in the Depir 


twent of Nutrition, and. with evidence that the problems ‘ ’ 


extended 0 other departments of the School of Public Health, a 
T } then ooked for evidence of grants mismanagement in othex’ - 
areas at Harvard. I now shall give quotes —— 3 audits. of ; ce 
“selected cost elements which were done’ at Harvard while I was . ; 4 


zy principal investigator there. ee 
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. ke Review of taaivece Cost Rares, for Fiacal A971 " 
" (reported in June 1971). , oe a 
"Spaci fic information on adninistrative agsignnents: 


was: nprovlded to us og 351 persons or about 66 percett of the 
tatel of 530. 


"The information provided on the 351 persons indicated | ; 
that ee adninistrative costs (amounting to $743,723) peoponad 
were related primarily to committee assignments such as committecs . 


on curriculum, adzissions, undergAduate students and atudies, 


. professors, higher dpsreee and PhDs, . ..; also proposed ware 


tutors, house masters and adninistracive assignments xelated 


' te continuing’ ‘education programs cand athletica,. 


—“ 


7 


. "In our opinion, ithesa functions are related to the 
aduinistration of instructional activities with no, or only 
incidental, benefit to the Federal rescanch activity. " 

2. ‘Raview of Pension Reserves Valuations and wari 
Pension Cost Contributions (reported in Saptembér 1974). = 
. "Ta our prior report, we stated that, based on the | 


results of our ‘ review, the Harvard pension plans were overfunded, 


The outcome of this is ‘that there were ‘excessive pension coat - a 


contributiong, ‘of $686, 812 charged to operations for fiscal ~ 


| yeate 1973, Since the: Federal Government. *. .is charged with 


; auout 25 percent of Harvard's total salary ‘cost'- (and related” 


pension costs)'... the Federal Contribuions co said plans 


_ should have bean reduced by $171,703 for a: 1973. 


os 
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* 
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. Af Pension Reserves are not properly valued. 
excessive annual pension cost contributions will continus to 
be assessed against federal grants and contracts.“ - i 9 


3. Review. of Fringe: Benefit Cost Rates (reported 
in July 1976). Including: Pension, Blinc Cross/Blue’ Shield, 


{ University Health Service, Social Security, Group Life Insurance, 
.< ‘Air Gravel insurance, lienpi cysent Compensation, , Industrial - 
- 7 Accident. are , . _ 
: “During fiscal years 1970 ‘thrqugh 1975 the tiivecetey: 
% 4 included (in its fringe benefit cost saa computations) costs 


- cotal ling, approximately $3. 9 afllion that! should have oeee 
excluded. ae ‘ 
. "Federal grants and contacts were overcharged for 


thet period. ©...“ . 
, vo i 
- oe - = 7 \, 
| Now we return to ‘pick up ‘the thread of the story in 
April 1977 at which time the DHEW had ‘not acted on the request 
by: the director of the DMSR for a general audit. In April, 1977 
1 brought suit againec: Président, Derek Bok ‘and the Fellows 
sie Harvard University; Howard Hiatc, the ‘Dean of the School 
of Public Health; and Fredrick Stare,. “ny Deeement Chairman. 
‘1 brought suit for two.reasons: for myself and for the _Pubite 
trust. For myself, f sought compensatory ‘restoration of ny 


4 


faculty appointment and scientific footing. _ For the public trust, 
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‘ft asked fog a general audit of federal gtants management . ee 


av ‘Marvard: ‘University. The Lawsuit is in progress in federal, 


Court. The general audit of Harvard began in August 1977. 


| ‘This was 15 months after the DMSR had requested that 2 general 


audit be done. : ; 


The total in federal funds to be covered by chat ‘audit 
amounts to 225 million dollars ‘for. 3 years - 1975, 1996 and 1977; 
The audit is not yet completed. Thus far, only -the audit of 
the School of Public Health, 37.1 million dollars of the total, 


rs 


has been reported. 


I shall give quotes from that audit which I believe 
follow the trend established in the DUSR audit, to show the 
widespread nature of the problems: 

. 1. “. . wim our test of cost “exansfers totaling $1, 8 
aillion almost” $700,000 or over 37% involved the transfer of 
galery costs. Ve found that even ‘though the initia] distribution 
of salary costs were certified, all or a portion of those 
certified salary costs were later transferred to other federal 
projects. “We believe that the magnitude of these. adjustments 
provides sufficient data to ‘seriously. question the eredibility 
of the payroll distribution system, including the qeeeeeica~ 
gion process utilized by che School ef Public Health. 


“Accordingly, under such circumstances, we cannot 


attest to the propriety of about 15 million dollars charged — 


ph 


5 il 


‘Veasinive gunutaide to Fedeyal grant/contract awarding agencias 

‘that consulsant costs of abot 245 thousand dohars charged to 

Federal projects ausing Fhscal years 1975, 1976 and 1977 were 
. . appropriate." . i 


; individuals. Z there was ban a bill for services on ‘file 


dample are unallowable. we , We estimate that costs of about 


. 62 : 


to Federal grants and contracts during "fiacal years 1975, 


1936 and 1977." 
2. °°"... . The Persons sevettying were certifying caiy 
to the amount charged and no attempt was being made to relate 
the: amount charged to the effort expended on the federal 
project." ig Poe 
hee The School of Public Haalth cannot provide 


‘ 


4. " . cin 27 casas where payments wore wade to 


here evidence that the services’ 


sieere : a ae 


at the ene ai nor Was 
were performed. 


5. ". : - «About 29 percent of coats selected in our 


2.1 million dollars were inappropriately —— to wavecat 
projects. ” . 2 


6. “Numerous ies were made to reduce project 


overruns and also to ucilize eee by transferring C 


costs applicable to ogher rajects.' 


7. " _ imetewes significant ‘accounting activity, 


involving late charges and cost transfers, 


“This activity which pecurred betwien the grant, period 


_ closing dates and the preparation and submission of the report 


. 
i 


_ 


i‘ 
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g = WALL interviews were arranged. fon 


a * : « 


_ of expenditures resulted in equalizatiod of awarded anounts” 


"and total expenditures as finally recor d an the accounting. 
| xecords." | 
, One further quote fxom this audi is most disturbing: 
us by a PEERERERE BESS 

of the University’ s internal audit department and at each 
interview, we went accompanied by a member of the eae 
audic’ deparcent, an individual tita the SPH busineas” office , 
or a designated administrative assistant(s) from the various 
‘departments within the SPH," , ; | = 

, _ The earlier DMSR audit proceeded under no such handicap. 


f 


Thus, i between audits a radical change in the ground ‘rules 
_ fox éonduse of the second audit had taken place. The principal 

' investigators already had the chillixg example of: my terminstion™. 
od centad them of the cost of. i ge it like it is. ‘But just 
‘to wake sure that whatever principal inkestigators chose. to. 

say ‘n frént of the auditors would also be ‘said in front of © 

a Harvard jdministrater, and’ therefore’. would not be dontidenviel, 
‘Harvard pushed ‘For ace DAEW acquiesced, to &. change, in the 
‘ground rules of an extremely important ‘phase of che. audit. 


hii oy 


Prior to the start of the Seneral audit at Harvard, 
= had enough information: te point to serious probrene in | 


several areas ‘of grants mismanagement by Narvard,. I then wondered 


in the Fall of 1997 whether the problems were confined to Harvard. 


‘ 
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, 1 then analyzed 100 DHEW sudits of instituttons apread over: 
the entire cowtry. ALL of these audits were reported in 
1976-77. ae Hae ey 
Ware it not ‘for ay ‘axperiences at Harvard I would. not 
“have: been able ‘to glean as much: information from the’ 190, audita 
ast did. ‘ 

% The first slide bieoes3 the variety and frequency of the 
yecbice. ‘In nearly two-thirds of the audits, serious problems . 
were detected with payroll records for ‘professional and non- | 
professional. stlaries. In the DMSR audit of ay grants the 
problems in this atea were measly with nonprafessi s. 

The: next slide shows ‘the audit treil fox payroti records. 
Principal investigators prepare ‘the budgets, Then the audit 
; “Grail: defcends into a valley fron which principal investigators 
were Erequently excluded at the Harvard School of | Public Health, 
‘and, I think, at many GeheE science schools within miversities 


“around the ééur . In many: of their reports, the auditors 


/ | wrote’.thac time and effort reports were kept by adainistrative 


me assistants who did not have "firathand knowledge of where 
employees actually worked, as was the case in the’ Department 
of Nutrition and other Departments at the Harvard School of _ 
‘Public Health. " The auditors also found time and again that 
after-the-fact salary certifications were frequently eigned 
by persons not having firathand knowledge of where employacs 
worked, as was the case at ‘the Harvard School of Public Health. 


+ i ao. 
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The reason why ‘principal: investigators frequently 


don! t see these two types of documents of the audic treil is 


that these documents contain information which if known to . 


principal investigators would lead them'to disturbing conciusions | 


about the reliability trustworthiness and motives of those 


responsible for the mismanagement. ' 


The lists of expenditures are often generated by computers 
as printouts at one or two month intervals. If these documents 


mirror falsified salary certifications, they will probably also 


, be kept from. the principal invest {gators aS was the case in the 


Départment, of Nutrition and. elsewherd in the™iarvard School 
of\Public Health. — 

As we emerge frou the valley’ there are the ROES which, 
* the. DHEW says principal investigators fmiet sign once a year to. 


tuck away the grants. ' The ROES have two components as a rule: 


one, the face. sheet which has vary little in the way of financial 


Anformation on itt the other, & ‘aheet with more financial data : 


‘ but only pertaining to dig categories and lacking in detailed 


” information on who.was paid and what was purchased. So, as : ¢ 


the awght trail emerges from the valley, the principal investigators 
may be asked to sign incomplete documents, often consisting only 
of the face sheet, as happened to me in the Department of 


utrition of the Harvard School of Public Health. . 
- e a } . - ° j 


by 
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1 would Like to stress some i of this type of 
| bookkeeping? | ‘ 
—_ “T. The “mintpolacian ‘ef chess documsnts results in the 
, deliberate, wilhfur ant merponesst subvarsicg of peer ‘review. 
2.° An audit trail which involves the falsification, 
‘Bequestration and frequent changing of documents had better ba 
a@aintatnad by skillful as opposed to “gloppy" bookkeeping. 

3. one bookkeeapers had better share their techniques 
and data with as few people as possible, principal investigators 
and auditors included. When. auditors come around it ia beat 
to pretend that these documents never existed, don't exist now, 
or can’ t be fhuad: since the manipulations of these documents 
are the footprints, what lawyers call the indicia, of fraud. 
eto . &. Since v tually alt ‘of the information of the . 

audit trail ani at the departmental Level and is. rarely 
todified after that, {ie is obvious that the university finance . 
offices do not oversee departmental grants management the 
way they're supposed to, ‘and thareby become participants 


in the fraudulent mismanagement of federal grants, 


However, university administrators don’t limit enete 

participation So poor oversight. They add sone mismanagement | 

of their own. The following is a list of exanples from the 
100- audits in addition: to those I nee) carlier from the 


Harvard auaite\_- + 
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" cost overruns be e1 


or received the supplies. 


\ 


S 


1. The account 


office directed in writing, that _ 

nated by Journal transfers. . 
2, . Salaries 

direct and indirect” costs. 


3. There was excessive federal contkibution to -an 


"unemployment ‘compensation fund ad as to create a contingency. : 


reserve." . 
4. There was ‘improper withholding of social security 
taxas. _— , 
i a There .was overbilling of federal grants fox medical 
insurance. OTE : I. | 

6. The university kept unclaimed. checks. 

, 7. The university retained student aid money for 

students who did not matriculate. 

In every cost gateiory many universities do their best 
to include the unincludable, allocate the unallocable or retain 


ry 


the unretainable - 
i . ‘ 


rm . — 
"Let's retum to a previous vide. Supply costs were 


frequent ty. ees against those awards with the most available 


money and ae according to yer eagle project ordered, needed, 


- 


To tidy up all of these manipuletions of setsonnel 
and supply aed so that Washington thought 211 was smooth, 
the ‘departudntal ly-based bookkeepers, at Harvard.and elsewhere, 


re recovered twice, once each from both , 


oe 


SB | 
‘used the mechanism of journal transfers. Journal transfers 
are the putty of arants mismdénagement . They sane over the 

cracks which need smoothing to. make aure that: the ROS look 

' . Heat and proper sai as frequently as possible come, out to. 
& sero balance. Journal transfer activity was frequently vary ie 
heavy near the ine of: preparation of the ROES, Journal . r 
transfer activity is assiduously attended to on a large 

: scale and is very skillfully done. ~ There be nothing sloppy | 

on -acuboue it. It is pare of the skillful bookkeeping at the 
. departmental Levei which ig fraudulent and makes a mockery 
of peer Teview. The auditors’ " phraseology, repeated with 
slight variations, in audié after audit, went something Like 

: "The excessive numbers of journal transfers were obviously 

used to eliminate cost overruns, Inappropriate: gpenddowns of - 


‘grants to sero: halances were diene rae avoid having ad return 


money to Washington," a ‘ - 
‘ - 
Thirty parcent of the time the auditors found that the 
universitias had no or ‘inadequate written procedures for the 
management of federal grants: In some cases there were no . 
written procedures whatevg@r, as I discovered at Harvard in 1975, 
despite the fact that Harvard had been specifically told in’ - 
an audic in the late 1960's chat a sat of written procedures 
wos essential to establish a chain of responsibility for proper 


ghance management . 


aS re 
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In other cases among the 100 audits the written 
procedures ‘were published but were incomplete. In still other 
jemses, written procedures were adequate but the universities — 


‘weren't following their own procedures. 
‘ i i. ¢ ’ 


+ 


' On the right axe categories not necessarily linked to 
,peer review (list will be read). The height of the bars. 
doean’t each the level found with valartes and wages, ‘again 
because the auditors focus on salaries and wages snd have | 
only so much ‘time and so much manpower. But there were some 


‘disturbing findings-in these categories. First class travel, 


was:often used excessively despite DHEW policy > jae 
va economy class should be used i virtually cixcumstances. , 


witants often didn't submit vo hers for’ services rendered, 
as was the case at Harvard. It is worth cometant emphasis | 


that the mismanagement touches nearly every cost category. 


We found only a handfyl of audits where cash flow had . 
been examined. The problems here centered on the use of the 
letter-of-credit.. Let us say that principal investigators 
at a given university win 48 million dollers in grants for a’ - 
one-year period. On that basis, the fedeval government issues. 
‘a lecter-of-credit on which monthly drawdowns can be made. 
There are two ways a given university can misuse the letter- 


of-credit. One is to draw 4 million dellars a month (4 x ¥ 7 


48 million) in the first part of the month, mast of which, 
i e 


ade 


a 
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in the form vf salaries and wages, is disbursed in the latter 


part of the month. This gives the university two'or three weeks 


with, money which it can pue tate: stort term investments. Even 
2 weeks incevade on PA million dollars is not exactly peanuts. 
But just imagine short term investments rolling over so chat 

2 or 3 million dollars are vonstantly earning money for the 
university while waiting i be disbursed, and if the money 
-isn’t doing that for ,the university it could ‘be doing that 
for' Uncle Sam. Another variation is te drawdown 4.1 million 


dollars, 100,000 dollars more than is: needed, month after month 


after month until several million dollars dn excessive drawdowns a 


“accumulate in the bank, and that kind of money drawing ‘interest 


fox the universities or not drawing it for Uncle Sam fen't 


peanuts either. 


The lase bar on the right refers to previous varnings. 


~ 


In nearly 20 of the 100 sudits, Problems which were found had 


§ been found on previous’ audite. The universities had been - 


notified in writing of the deficiencies, but had not corrected 
Shes, In’ one instance, involving a major research, university, 
three ReaGubeve warnings were issued over wan 8-year period. 
In each. instance the recomdnded corrective measures were 


ignored but. the federal money kept coming. 


v7 


~ 


: The next two slides schematiqly represent to the 7 7 
Nant ‘of wy knowledge wear happens at several levels when 
ia Lo _ gxants ‘mismanagement occurs. : 
x : eo ape : The second bar on the left,. representing direct costa, 
is made up of multiple ‘small squares, each representing a 
“specific award won by a specific principal investigator. 
To its left is an indirect cost bar which is 60% the heig 
of the direct cost bar. Indirect costs are defined #8 costes 
which can't be identified pith specific sciencific projects 
‘AG bur which benefit .a group of scientific projacts. The top 
_ part of the indirect cést bar, a block labeled "other" for 


_Ronscience activities is about ready to topple over into 2° 


AGS 2 


pool of discretionary money for the university. _ This ‘leaves 
a : en i 
fewer indirect costs to send over to the science areas. The 


f indirect cost bar which used to be this height is naw only 


this high by the time it gets to the science school, 
wes Lately, the universities have bsen pushing for guia" 
7 indirect. cost reimbursement. What is meant by. “full” in this 
~ > -_ Coatext fe obacure, since universities have for a long tine 
used some of their indirect. cost awards for nonacience a 
What is left of indirect costs after the house takes its sie . 
so to speak, goes to support overhead costs for science. If 
not enough money trickles down io the science departments, — 
an artificial ‘nead” for mare indirect coats is created: It's ve 
\ like the story of a husband who drinks up # good part of his: 
a paycheck each week and then complains to his boss that he 


eg 


oes trea a o, 2 


wee 


dogan't make enough ro feed nits family. The ‘bose do suit 
know about the drinking, but the wife, of course, dobs. In 
the money chain of indirect costs; the Congress fect boss, 
.tha university finance officers axe the husbands and the 
scientists are the wives. In each case, the wives don't 
complain ‘because the husbands don't like to be challenged, 
and besides; the bous is generous and wih probably give a 
raise anyway - he always has. ‘So, the game continues to 

. be played. The university higher-ups Supply the rhetoric,’ 
Congress supplies the cash, and the scienticts worry about 

. what will happen to chentetven ot science if they speak up. 
Selence department chairmen, Many with national and international 
reputations in’ a discipline which seeks the truth, are afraid 
to speak the truth in public about diversions of indlvect d 
costs, which’ principal investigators (often including themselves) 
in their own departments have raised, 

ae . At this point the direct costs are still intact. 

Nawever, at the departmental level two phenomena are observed. 
oe) direct cost ‘bar is truncated to provide for administrative 

‘services which the department chairmen perceive that they need 
and which, {n fact, should have bean paid for by indirect costs. 
The bar is created de novo by "assessing" direct cost: ‘avards 
even though neither tbe job nor the pexsonnel who are paid by 
this mechanism appear ‘on the direct cost budgets. These 


safe 
departmental gdministeetive services, whether paid by indirect 
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coste or by “assessing” direct costs,.are often duplicative. 
of services paid for elsewhere in the university. A quote 
from an intemal mamox andi dated TT November 1973 to Dean 


‘Hiatt of the, School ef Public Health actuerxeces thia point: 


“Each little duchy has its own duplicate set af 


‘super-secretary-adainiatrators, bookkeepers, lesser & cataxies: a 


and a manner of Living replete with departaiant kitchens and a 
aonine of homay geg@utlichkeit.” a 
You might think at ‘this point that the chaixmen would 


have taken enough frou’ the direct cost awards, but. to ‘show 


how little peer review is respected at i departmental level, 


barriers separating many of the direct cost awards are: broken 


‘dowa by many ’ chairmen without regard. ta budgets ox projects 
or peer review. This is pooling, plain and simple. That's | 
. why in the figure many of the small squares nave blended’ into 


an open expense. Overall, there is less money in the direge 


cost bar than there ysed to be, ands fair amowit of what/ remains . 


is pooled. ‘In any case, there is. less to go around to many of 


the winners of the peer review competition. 

Teall ‘this whole process a quest for discretionary 
money. it begins at the top and cascades through the system. 
The end resule is the conversion of nondiscretionary money 


inta discretionary moneys” It is done deliberately, willfully 


"ind purpoestuliy: and violates the NIH sulas, regulations and: . 


policies as well as the spirit and intent of the pear review 


system. . . 


tee S| Oe ‘ 
“tuo points to keep in mind a8 we ‘go through thé next 
slide are chat the mismanagement is the resuls of extremely 
- wkilliul. bookkeeping at the departmental level, ane that there in 
) deliberately sloppy oversight at higher levels. : 

Let's begin at the bottom with the money raisers, ‘the, 
principal investigators, Each smail box is a specific grant. 
won by a specific investigator in national. competition. Many - ; 
departments pool variable numbers’ of these grants, Administrative, ¥ 

\ _ @saistants hired by and responsive to the department chairmen, . 
_ a. but ironically often ‘paid by federal monies raised by the . | 

. principal, investigators, handle the accounts with consummate 

skill so that 1) peer review is subverted to create « discretionary 
pool of money for the chairmen to dispense, 2) time and effort ; 


‘reports and salary certifications ‘are falsified, and 3) journal 


transfers are used to bring Brant hexances to zero so that no 
eee is ‘xeturned to Washington. | 
Thé departments channel their communications through 
the science schools to the central finance offices. In tha 
reverse direction the central finance offices comnaunicate with 
the deans and donavtwent chadtuen but not with principal 
investigators, as was the case at Harvard when I was there. 

TI say that communications go through the finance . 
offices of the ‘schools Because the datcer: are frequently, with _ cay 
regard te eadaeat grants, only conduits for the flow of information 

“prepared by the’ departments, | The bookkeeping is departmental in 
origin. This is most lupoccene to keep in mind. The thickness ; . g 
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3 _ af the walls of che rectangle above the science schools is here 
‘ é . to show that the central adainistrations do not know or pyetend 
not to know what goes on at che departmental level. The solid 
“circle shows that the central finance offices collect data from 
all departments in all schools which have federal grants, and, 
“like the schools, at best perfunctorily review ‘ie date that 
they receive. There is a net positive flow of federal money * 
which has been transformed into discretionary money from various 
nondiseretiongry cost categories - indirect costs, fringe bensfits 
or whatever - towards - the central administrations. to ghe left = 
and right of this federal. block of money are the other majox 
blocks of money which é, research, university such as Harvaxd 
would have: endowment and tuition. 
Fox the private univevateiess* it is interesting. to 
compare the methods ef aecounting for tiebe blocks of money. 
This is important because federal regulations state that federal 
- monies shauld be managed with the same care and prudence as the - 
. private funds of the universities. The endowment is managed 
® ' by investment advisors who know where every dollar sits. The 
Management is expert, meticulous and prudent. The discretionary 
i block is audited by a private accounting firm. However, these. 
‘ audits don't: usually cover the federal ‘component. T was told 
by a Harvard official that Harvard's private sudirors do not 
audit federal wonies. At this level & diagram the federal 


contribution to the universities’ gene operational fund 3 
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is seen asa natural phenomenon, analogdus a ae contribution 
of the Mississippi to che Cult of Mexico. Beyond rhe Mississippi. 
delta-no one could sort eut the polecules of the Mississippi 
from the brine. At many of the research universities the pike 
’ federal couponént of the budget exceeds the income from tuition. 
Thig was noc she case ‘15 or 20 years ‘ago. Ati Harvard federal 
‘dollars. Take up 30 percent of the entire uni vergity budget 
and 70 percent of the budget of the health science schools. i 
The auditing of federal monies is usually left entirely 
to Federal auditors as it was at Harvard while I was a principal - 
§ 


" investigator. s 


The auditing of the federal component of university 
F 3. 
badgabd is of 3 types. The “continuous” audit involves "spot 


checks", “off and-on" by one. or two auditors frou the regional 
DHEW office. "Spor checks" means a fraction of all transactions, 
- 


““O£E and on" means several fimes a year. These audits deal with 
Paper Cransactions and not directly with people in Saboratories 


and have virtually no impacc. : ; 

Audits by the Division of Management Survey and Review 
of he Nacional Institutes of Health are another matter. Many 
of these audits result fxpm specific complaints from individuals 
who have observed wrongdoing firsthand. Some of these complaints 

"are anonymous. If the informant identifies himself and keeps 
; his job long enough to be present when the auditors arrive, -he 
| can point out the problems in great detail. As a result, these 


‘audits Maueriy ‘involve intensive interviewing of laboratory 


‘<) : F 
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. Personnel in addition to university officialdom. Sometimes 


these audits find serious troubles, in which case the head of 


the division racoumends chat a. “comprahensive" austs be done, , 


as happened in my case at Harvard. = 


. ‘The ‘\ceuipcohwanive® audit. begins ‘and is. conducted ‘ 


seriously. ‘However, its outcome is preardained. I see 4 ik 


. characteristics of this type of audic which gate Ate Smpact: © 


“4. Much of the audit trail isn’t produced for the 
auditors, Nor is it demanded by etic auditors, Ivy-covered | 
halls are places in which to utter: requests, not ‘issue demands. 
This is totally unlike ah IRS audit where a taxpayer's failuré 
to substantiate expenses with appropriate records and documents 
results in the disallowance of the claimed deduction. 


2. There ig major input. inte the audit by department # 


_ chairmen or administrators who were responsible for the mismanagement 


in the first place. 1 wouldn'c exclude them but I would enpourage 


the auditors to take interviews with them with a big grain of - 


_galt. For example, in discussions about journal. cransfers, the 


chaimen and. £ Sranoe officers are likely to admit that alot of aie 
money was switched ground but that in ‘all or nearly all instances 
it was swicched ta “closely related projects." These soothing 


words have proved to be a very effective strategy for the. 


pea earaeet and exemplify ‘the meaning of a quote from fac 


book Uonans and Setence by Den rane of Harvard: 


} : : 4 
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& . “In rout ine procedural matters. the [government] 
contracting or accounting officer may mney the business eanager 
of a university in endless petty details’ and make his decisions i. 
etek, ‘Bact on the really important issues the head of a 


, university -Laberatery, -or-thepresident of the university, 


can appeal to echelons high enough ‘in the government structure ~. 
and with much more authority and influence than wny subordinate 
“ebyit servant would have - to win his point, me 
Auditors are in no position to “challenge the relatedness 
of sclentific projects, ‘They know that. The chairwen and . 
— Finaned officers kno& that. Therefore, most of the words spoken 
r written about relatedness ace so much malarkey. However, 
aa this “relatedness” excuse is accepted by the DHEW. 
a tay bun paRe audits of the USA, for example, ‘do nee - 
’ | “involve the cat. The. OSA. is a purveyor of the Sonera ince 
goods and: services hich are, ves fanliar, = ‘the: auditors. as 
“a their own cars OF oftica furnityre. auditors, therefore, are 
* . ina Booed position to judge how many typewriters or calculators ‘ 
are needed for a government Beertates Scientific equipment, 


ae a supplies, even objectives, are another matter. The auditors 7 
' should determing the. "relatedness" ‘of projects through inter~ v- 
views with research assistants who are blind to the auditors 


evidence. There will be more on this in the next paragraph, 


ee 3. ‘There is not enough intereiauing of principal 
investigators and nonprofessional personnel, ‘With’ regard = t 
‘fe principal investigators, I would concentrate on the non- temytad ” 
o m . ; AG 
* . | ‘t ? 
. wm, 
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- and T ‘woud absolutely insist on the total etuacy and corn- / 8 
fident ial ity af those interviews. “What happened in the recent 
audit at Harvand, where university officials demanded. and were 
allowed to’ sit in on conversations between auditors and principal ‘ x 
investigators, has extraordinarily sinister implications. When - Behe 


‘First Amendment right’s are Limited in the universities, chose 


, 


rights are everywhgre in danger. 

With tapered to the nonprofesstonals, ee are young, 
hence more Likely to show canine shock when the auditors reveal, an 
tor example, *that br. Smith's grant pays them even though. they 
work for Dr. Jones. Intensive interviewing of this group, in 
privacy and confidentiality, would by itself aidoe quantification 

.of the serious problems with the payroth which the auditors find 

Nout jauathy leave unquantified. in the DMSR audit of my grants. 
most af the payroll "exceptions" were with nonprofessionals. 
Importantly, 1 was still sround when the auditors arrived so 

ehat I could say how ridiculous if was for department adsinistrators 


to even suggest that technicians X or Y were working on "related" ve 


« 
t 


‘projects. - , 

_ The auditors who do the shirtslyeve work are not 
involved in the finak resolution process of the audits, ATES , 
all their bard work, the © aidieors refer the audits ta "the ° 
federal officials responsible for resolution of such matters," ; . 
In the 100 audits we veviewee- Fred a 12-month period In 1976. 
and 1977, the auditors challenged 620 millign dollars of the 


1.1 billion dollars audited, That's nearly 40 percent of che total. 


SO 


poe 


.. 
' OF the 420 million,. the universities were asked to pay back only 
13.2%million. That's about 3 percent of the tetal challenged, 
and as of January, 1978, not all of this had been paid back. 


The punaltie, are yeally very painless. The universities can 


ke build into thetr thinking that Bross mismunapement Mil] Guat heey Soe 
aa | ‘them only afew percent of Le bottom-line of that alunehageuant,: 
The smath penalcies aK taken by the universities to wednm that © | . 
whit’ they've been doing ris all right. pall wonder that they — Sr 2 
-. continue to deliberately, skillfully, and purposefully mismanage . 
federal funds on a grand scale. Just imagine what individual 


Laxpayers would do tf all kia that the IRS would settle with 


them for three percent at fhe fraud. 


In the press releases elating | to waite findings: the 
cade: words use are “ved tape” “ane “academic pene diva: niles the, 7 
univerntttes: and “sloppy bookkeaping” ‘by the DIEW: 
Wa’ ve already covered "sloppy" ,bookkeeping. Let's 
concentrate for a few minutes on the phrases “red tape" and 
“acadombe froudon” 
What do the universities mean by the "red tape"? 
- The next lide shows some of the areas which the ‘university 
. lumps in with "red tape's (tat will be read.) In one respect — 7 8 
\ the lumping is appropriate. fe se the federal grants which. s . 
brought with them, to the not-always-onlightened universities a 


the repulations which helped most of these constituencics 


va 
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din their atruggles for visibilicy en campuses. i ask, which 


of these areas do the universities find so onerous an administrative 
‘ burden? eTowards which of these constituencies, does the univetsity 


wish to remain unaccountable? 


Blacks? _Women? Emp loyées' s safety? 


‘t doubt. if che: universities vastly wank to do haere in any of 
these areas, when their chief Sbjervive, Tothink, is the audit 


_etrail of federal grants. ‘That's where the money is. That's 


“ the “red ‘tape’. ‘hey? re ice about. 


x ” 


& 


Scaniain about che '' "ved tape” not because it's so hard to,maintain, 


° ‘but because the 
salary certificationk, for 1,000 grants for three years coul 


fit inte a small hutch of three-drawer metal files, if depar tients 


a 


“and central administrations really didn't have in aversion to 


maintaining such files. However, as previously emphasized, t 


-Apparent aversion to papetwork dogsn't apply to. journal tranéfers: 
which are assiduously attended to on a large scale to bring 
undreds upon hundreds “of grant balances as close to zero 

as possible. Let's look back at that sitde. ‘The universities 
also maintain a good paper trail for supplies, to prevent 
fraudulent billing by vendors. The universities know how 
\ to maintain a good paper trail when they want to. 

=< "As for “academic fxeédon", the universities plead that - 
\ ; time and effort reports are inappropriste for professionals . 
= a who can't be held to strict accountability for their efforts. 


This.argument is specious though. It is finportant to note that 


With regard to-the audit trail university administrators ‘ 


‘~ want to document the mismanagement. \ Tha ae 


. 
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in the 100 audits we shatgned the auditors found that the pay#11 


distribution system for noupirofessionals was 438 fFequencly- 


deficient as chat for professionals. The universities don' tc 
a” * 


argue that nonprofessionals need Fo be protected from the burdans 


Gr eee ter Gerdonrabirieye. “The Serene ry ret don't use the ‘phrase 


"academic freedom" in esniestton wach nanprutesstiuate: hone 


professionals are supposed to work a normal work wesk on specific 


tasks. Yhey're not expected to hold forth on academic matters. 


' 


But in the heart of the audit trail, specifically with regard 
ke the walacy certifications, the honpaotedaionute and the 
professionals arc, treated similarly. The fice “ia the payroll 
records for nouprofesstonals are treated in a viniiae way LO 
those of professionals because. it is necessary to treat both 
yeoupe similarly ts subvert the peer review system. Moreover, 
while the universities are pleading for "academic freedom" fom 
professionals, they are taking away by unlavful means money - = 
which principal investigators have won, in pational cénpnettien, 


and thereby aupr etig those principal investigaters of ' ‘academic 
freedom" : ; , ” a 


But the i=: = t stop there for principal investigators. 


Their First Aawndment rights don't exist when te comes to complaining 


Vabour mi smanapement . 


_to sp@ak out om ail manner of things scientific or political. 


Js the “old” academic freedom, the kind Galileo didn't have. 


calilfo 8 problems were not with funding. He had’ the wherewithal 


‘ 


. S . ; : a, 
The universities equate “academic freedom" with the right - 


® 
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The theologians didn't like the way he terpreted hie results. 


. 9 support his major works.’ His Now with dogma, 


By contrast, the principal investigators of today have _— 


‘yo problems with, dogma Depastment chairmenand deans are willing’. 


to listen patiently to the most far- fetched scientific theories 
on the mest. RAN SCRA political, viens, , However, many of these. 
has chairmen and ‘deans: don’t take kindly to anyone! s questioning 
how they wunage theif departments’ or echoots* finances. For 


example, the same chairman or dean’ ‘whe might, himself, sign his. 


name to a full page ad fn the Kew York Times protesting violations ; 


of human rights ia faraway places, might have his own definition 


of First Amendawnt rights when the talk ge& around to the handling 


of federal grants in his own Backyard. he 

, Many modern day principal | investigators wouldn't mind ; 
a dogmatic assaule ‘on results er conclusions of their experimanta, 
if ches could only get their hands on ail of the money to do the 


experiments which Lead to those results, and which peer reyiow - 


ee said thy could. da. ‘there ‘is a “new loss of academic freedom. 


these days, It's less easy to comprehend because its violations ‘ 
occur behind a wall of rhetoric generated by the universities 
about the “old” academic freedom, the kind Galileo didn't ‘have. 

The old academic freedom is meaningless in the absence of control 


over the puree strings of hardwor grants, 


‘ay - 


me 


, ' “ ey ~ a 
, i : oF S4 
a -_ who are the persons whose academic. freedom and constitutional 


rights are helug denied? They happen to be che persons most likely 


Y _ to make important discoveries. The prizes come later in life, 

but the discoveries in the life sciences are moat ly tly made by by pigs oe Ses 
: young ‘investigators, many of whoin are nontenured, Thus, the. 

a Buy hontenured are on the ascending slope of the productivity curve - 


fin the -Life sciences, the part of the curwe where there is tho 
greatest Limitation of free speech when it comes to talking. about 
- grants ihe hidicadmans, Also, among today's nontenured, three 
eut of four are PhDs. Young PhDs aré, cherefore, the group. 
which has co speak out about grants mismanagement but can't 
afford to. The job market fox PhDs a very tight these days.: 
“ Youny, PhDs who are nontenured principal ‘investigators unfortunately 
: don't have the acudemic freedom or the eoonomic base from whigh 
to finhg migsmanagenent of their: grants by their chateucn, T 
beriteve that much creative patént fal is being lost by limiting 
“ee the departmental level che young investigators’ access to 
theif hardwon grant méney. The* peripheral workings: of peer 
é . avigs wake a mockery of the central process of peer, review. 


Whe acadenia supports the latter, it subverts the former, 
. } 
i ‘ : 


\ « 


$ ’ 
. Let's go back to the audit trail sq that I can close 
: with reebamendat ions ge improving account agility and accounting 
. ay pian centers ona re- -enfranchisement of ‘principal +aveREEE Ors. 
Yhey would prepare budgets as usual. Then they would have te 
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«Sign all time and effort reports, ‘all lary certifications » ¥ 
a 


and: all pages vf the reports of expenditures, “with their full 


Ye payrol) signafures.. -This function could not be delegated to 
* _____ a reap oY university official, —Thet is the side step oa 
| that must be avaided. . That is the mechanism by which principal 


a ‘investigators are: digenfranchiecd, That is che step which allows’ 
a ‘ “A 
‘ the sudic reek to’ descehd into a valley from which pringipal 


snvevet gators are frequently excluded) For, the-word: “responsible” 
; in this context really cee Sevponsive to depar tyaent ‘chatiomn? 
* * > > a 


a addition, with my plan, principal investigators 


would zyeeive abl printouts of skenendivuces and all communica-. ; 


- Fi e 


tions on ae gvantes from the ‘central: finance BEticoe, via 


‘ 
first class mail’ When I was at Harvard, Hale Chanp icin’ P ty 
comnunications about féddeat grants, ing Luding few atta fs a 
as well as printoucs of oxpenditures were aidieened’ omy. ‘@- 

. 7 deans and Sapir enent: chairmen and net te the real eee Eyer 

' ‘the eineipal investigators, Principal investigators’ ‘should 

not igive to ask department chairmen for this “infomation. The 
DHEW has to fact facts. Printouts of sxpendtiuces can be : 

-a*  "? sequestered in the offices of department chaixmen: When 

department chairmen pool: and deliberately mishandle grants, 


they do their bese to give out as ligtle f4nancial information 


‘ i . 


ws as possible, as 1 observed firgthand at Harvard.” Sequestration ,~ 
& oo aa wes : , Fs ‘ 
aye of the printouts of expegéitures is a vital tuvol of the fraud... 
a YO r 
aes t Chairmen should not de given the opportunity to sequester 
‘ we . 
rey. oe these -prinfouts. ‘ . _ = 
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4 .* es ' ~ * 7 = 
* ~ { 
oe 
i) . ras of - 
y . ue 
- : 
a ‘ ~ . . : ey . « r . . 5 
; ” e " = x ‘ - 
- a % 4, y 
a &. % 
4 é 


tm 


co i 


eh 
. i , ; ‘ . o a 86 rae | \ . : a : os 
‘ A ~ aw . ar 


9s ‘ bd 


4 4A 
\ ; Would hand ing! ehene pieces of “financial data be too 
: 


“uch of an administrat i ive Durdenyfor prinespal investigators? 


Absolutely Rot. Reading and siguing all of these documents —————~—— : 


would take fn the aggregate no more than. cone half vockiog Jays 
" pertyear per Brant. ‘The burden" would, ae & pleasure. Principal 
“inveatigators, particularly the nontedured, would be delighted ; 
to get their hands on ak the docusents they need to use. che _ 
eae ote good judgment ‘that God gave then 1) so that they could protect 
oi funds they have won and 2) so-that those funds would’ be - 
tame avattibie ke buy" “the wherdvithal to do the Work which the beet 
i.e. : ny review process said” they frould do “No nord wondering where 
; Méir mene ae “money: went, No more waiting théir careers ‘on 
' : ~ ele, lis ‘to ‘chal Lange the misaanagéwest. “nen evaryone ‘in = 
. the Yoled il money chain knows whit dverjone else is doing, 

+ ; ca will “pe harder to commit the: fraud chas is. now. betay ‘committed. it 
Tn my plan, ‘Lhe waed Hevenjonell includes: the nonprofessionals. | 
oe pay envelopes of nonprofatetonals, in addition to notices 
of such evimts as university pienics’ and blood drives, should 35 
have a compiter ~generated printout showing thevnames of the | 
"Bete spall investigators whose grants are paying them. That ’ 

“would sat the stage for” the disgrmingly innocent. but devastating 
mF yt ee by axeehnician vf a evinetual investigator, "Dr. 

v = Jones: I work for you, but how come Dr, Smith's grant pays me?” J ee 
With’ Yegard. to indirect costs I think that principal 


“invéstigatorg “should ‘have. input, into the budget and expenditure 


' Po e Y ae ’ - 
. ; _ processes for this area. Ag it-is now, principal investigators ; ’ 
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contribute prodigiously to a block’ of money whose expenditure 


. is a dark wecret to most of them, I think that there should 


ee erm ee ee me cee eee oo 


be indirect cost “Dvergight comm ces which give principal = 


e: , investigators Fepresentacion in proportion to the contribution 
of federal dollars co the pee budgets. Within this representation «7 


“\ t would have a nontenuredétenured ratio which follows the ratio 


bs 3 ‘ : : . +2 au 3 
| Wel S$. for thu, combined science facultics. For example, if such a et 


committee ac ‘Harvard were to have 10 cept ecentatives, three would 


be principal investigators, ‘two séneuered and one tenured, 
Harvard administrators would still have a 70 pergent majority 
but at’ least what is now a total mystery to most principal 
diwtaticators would be in full view. iL think -that the prine{pal 
investigators, particularly the nontenured, would be shocked ; 
to know, for example, what is ineluded in Gacaaed proposals ‘ ‘ 


for indirect costs. : = ; ¢ 
f 


. aaa | Spring new OMB regulations were adopted which 
8G show that the OMG has’ been sweet ‘talked by the universities — = “pu OS 
~ into believing that the "red tape" of the audit trait & tos, es ah 


burdensome to maintain, From now on, as I understand it, the 
: ; ie ; 
universities will have to file only ove.huge salary cerpificarion s 
: , ; 


2 


annually with one signature on it. , What that willtdo is te «2 + 


Se rT aS “3 7 oy 
facdticace the perpetration ofthe fraud. .It is.easier to 

Se ae . as 

wane 3 ‘t 


tell one big Lie than tiaiy Ateete vones, to turn in one big : ’ 
Falve cert ification ieceead of. inany little false cael tieausanas ie 


e wat? 


“ . . as 
2 me oes 
er ia « -_ # Sorat .- -~ .s eo. 
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This. will put the government’ 8 stat of approval, through an 


official regulation, on deliberate, “willful, purposeful and 


“ 


enfranchiseneat of ther principal eeee nen gee a ieee of 


the new regulations. must be rescinded. To ad as. ‘a principal - 


investigator whose grants were misused by his department chairman, 


who was deprived of financial information atid First Amendment 


. 


" yights, this regulation is anathema 


¢ ‘Finally, the DHEW higher ups should stop treating 


universities as favored clients. whose dvalings aE _beyond 


eriticiam, One by one in the last 20 years we've ‘becd disillusioned 
by the whee lings and deal ings of the college-and- -university- 


educated members of our soaciety: hysicians,. lawyers, bi inessmen, 
; ‘yo 6p x y _ bys ’ 


politicians. The time has come for-academics ¢ join that list. 
The. data overwhe Lming ly show that research universities are not 


above Geriperstely, willfully and purposefully misuing taxpayer’ & 


‘Mone y. ‘The evidence for gross mismanagement is everywhere. one 
“hooks. Let's not avoid seeing the evidence for what it is. 
‘There is mockery of peer review. 'There are false vouchers being 
; submitted to the government. There is loss of academic freedom, 


' No amount of rhetoric by university authorities ‘should.be allowed 


to smooth over these multiple transgressions. 
The DHEW should stop considering universities as more 


impértant than-the principal ‘investigators in them. If the- 


universities need federal.money to survive, make thom fight 


. 


3 Ereudetene _ tants -wismanagement and will coapleve- the ‘ate 


‘ , 


@ 
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’ 


for it openly the way they expect ‘their scientists to. The - 


best way to stop the fraud would be for DREW to Creat universities 


“the Way DHEW Tid treats its other clic who receive transfer. ~ 


payments: physfcians, students, welfare recipients. 
Fraud is fraud no matter who perpetrates it or why it's 


perpetrated. 
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_ Mr. Fountarx. Our next witness will be Dr. Robert J. Klebe, Ph. D.. 
associate professor at the University of Texas Medical Branch at 
Galveston, Tex, ; 7 
Dr. Kicbe is a research scientist. For the last 7 years he has received 
— -- —~-—Geveennient research grants while-at fohns Hopkins University and — 
~ the University of Texas Medical Branch, [le his served as a Inember . 
- ue of a Federal. peer review group and as a reviewer for the National 
a “Science Foundation. 5 
Dr. Klebe will relate his experiences while a member of the depart- 
ment of biology at dohns Hopkins University, and will discuss man-_ 
~ agementof Federal research funds by the department during the 
period he- was employed there. te ae 
~ Dr. Klebe, I belisve you have provided the subcommittee with a 
eopy of your curriculum vitae. It will become part of the record. 
Fee »p. 104-109.) . ; a 
Mr. Fountarn. Please progeed with your statement. 


STATEMENT OF DR. ROBERT J, KLEBE, ASSOCIATE PROFESSOR, 
UNIVERSITY OF TEXAS MEDICAL BRANCH; ACCOMPANIED BY 
JOSEPH GEBHARDT, ATTORNEY; AND LOUIS CLARK, GOVERN. | 


MENT ACCOUNTABILITY PROJECT OF THE INSTITUTE FOR POLICY 


STUDIES 


Dy. Krene. 1 am Dr, Robert Klebe. I am an associate professor at 
the/ University of Texas Medical Branch at. Galveston, of 

/T have ymy attorney, Joseph Gebhardt. of the. firm of ‘Dobrovir,. 
(Makes & Gebhardt, supported here by Funds for Constitutional Gov-’ ’ 
‘ernment, a charitable organization based herein Washington. 


*«. .  °  Also.with me is Mr: Louis Clark. of the Government Account--... 


: / ability Project of the Institute for Policy Studies, also of Minshipgion. 
» y . T.would dike to point out initially that Tam testifying befote tf 
subcommittee as a private gitizen and not ag a member of the faculty 
of the University of Texas. I would also. like to state that the gtagts 
-mManagement practices‘that T have observed at my department at the 
University of Texas are exemplary. . = ze 

L will present my background at this point. I did My undergirgHuate 
(raining at the Johns Hopkins’ University between 1960 and 1965, T 
am indeed sorry ghat T must testify against the practices of 9 depart - ¥ 
ment of this institution. T received my Ph. D. in biology from Yale * 
University in 1970 and did my post-doctoral studies at the Salk 
Institute from 1970 te 1972, 

_ Tn 1972, T returned to Johns Hopkins as an‘assistant professor in 
the deparfment of biology: [ am presentl¥ an associate professor at 
the University of Texas Medical Branch in Galveston, Tex. 

Tam familiar with the operation of the NIH research grant pro- | 
gram since T have ‘held one or more grants for the last 7 years and have 
setved inthe peer review system for grants as a member of an NIH 
study section, as a member of several NIH site visit teams, and as a 
reviewer of grants from the National Science Foundation. 
| TD was awarded an. NTH grant beginning in September 1972 at the 
time of my arrival at Johns Hopkins. M¢ testimony concerns the han- 
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fhe of this other Federal grants we the aia of los. - 3 | 


+ observe wire due to; ‘poor management However ‘tat the i issuance os oa 


were ep a : 


A] icy. os 
Tnasmeéch as ‘time is short T shall re request, dak shies memo ‘entitled ig 


* “Charges Grants” be inserted.at this point. a ote “ 
on _Mr. Fou . Without objection; itissoordered. i —* 


- {The memorandum referred to follows :} 
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To: = Staff a8 BP 2 SE rea 
- Fram: §. Koacman pein, . - > a, ® hk oct Me, 


Rate: April 12, idds ; : 7 vay ‘ " 


‘s - S, . * 
a oe ae A 


- 
~ 
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ny 
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con % 4 Merve: ‘Chavess Against Granta. he a eth fi a ap 2 
“s - . : Vey, . aa ace ae 5 : a e 7 
. tm indicated at our Jast, stall meating tha} cute in two of our ‘three 
fore ee ROR CE gttund (ete traintiy ‘brantwundethesoniver gity hudgete) ilk: eee 4 
me neeqesarily create immediate increased prensure of our research a © Y 
prants, Specifically, we mivat anticipate deficitmin somo non-faculty i. 
Marics, in providing certain central facilities with supplics and 


oy ge i and in Pah ennebre supplics, i“ 


: oY iitend, in covery way possible, to maintain the cooperative ©, . 
Atmioxphore in this department, which I] belicve is critical to its + Cae 
existenée. This spirit, Ome cencnca of this. department, is more — . 

aoe a 
eee fmopertant than institution: a precine © auditing and | actounting system 
8 WHI will Dill every grant Tor every Joilar that We eah wring from 

it, This obviously means that we will need your patience, understanding 
and cooperation, I would like to make the following. posnts: ; » 
Y. ‘ Rewearchcosty have never been diotribated uniformly, ‘buthave 
been levied according, to what the traffic can bear. As you all 
} “know, Yhie philosophy has been judiciounly, compa nsionaicly 
oo and etficsontiy conductud by threa key people, Helen, Funity 
- and Miké@, They do this iniscrable job with preat dedication 
and with the sole idea af helping those who do not have suf. - 
1 ficient funds fo do their work, } kuow that almost overy one 
in this department truly appreciates and ja degply grateful , 
} os for this thankicss cifort. Unfortunately, there are one or 
“it _ iwo wall members who cannot seem to comprehend the criti¢al _, 
ee brporlance of their work, and who are atiding insufferable 
‘burdens to atis already a difficult job, We simply will not 
p . tolerate this kel of hack-biting. IM there are any complaints 

aboul the 4 way “this olfice works, pleare have the courtesy to 

complain directly to me, Not only will your complaints be - 

heard, but Tassure you that wa will make other arFungemente 

for fandling your grants. : ” 

oe = 4% 2,21 propone that deficiti in nen-lacully saldvios be derived from 
i oprants by atax across the board. As you know, we ¢ instituted ' 
ae “tine ago, but thie will he’ punittiens nt to make x 
tyr Whee anticipated dette ‘it for the coming year, Idu not. yet 
Fnow how much money we will ner for thin purpoge, and 
therefore cannot give you the eatimated tax. Inthe long run, 
oe thia may mean Shag your prant will be billed for part of aye ‘ 
: aalary for an individtal wifhywhoany yo have no contact 
(e.f. animal carutakar), | an you will make up for this apparent 
sunny hy nat baying, eslarics ag there, oiete sorvices yuu do. ; ‘ 


_gkante will pay most of the svete eat this ie preciacly | ihe. a yg 
’ philogophy i wieh to preserva. lt re 


Artanis, Th WogldMtbexelare likg tajvelide fhe. 
‘supply itents lor thé following items inthe “taxt: 
quarteys, 


"are forced to do BO, 


The inost’ igoubléacene item is the sj}oreroom. 
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wae but whewa salaries you do not pay {e.g., eccratary or shop ‘or: nia 


atockroam), Again, we may anticipate thant thoas with the largest A . 


Consumable supplies for the centraiWacilities. Insofar as sasible,. 
LDhope that we can avoid degengrating. into a depa rymcnt of cost... as 


consumable ; 
beat Be oll, bias Shree ean = eo) 
‘amino acid wt. ‘ 
analyzers, ultracentrifyges, cléctron ic roscapes,, and animal yo ’ 
Unfortunately,. the sqquenator runa are*excessively’ ‘ 
coully, ae are the fermentor rune, and special shop coats, The: ae eu 
will necessarily, be handled by individual prants, . If we coer vo . 
cach of the scentral facilitics gu be placed: ays 
on a cost per run basis. : ot, 


- : wait 4 


, F 
“phe ditfieutts dbs re 


ie that students amd staff wa stc/enormvous amoiunta of material | ‘ 


a 


with o aux, traditional "policy oC aA open. n stockroom, Thy waate. 
cannot be tolerated When times are tough. Yet l kivow that in a 
large department, appeals, for kconomy will nimply net work aefogs ‘ 
the board. It may well, be that the experimental program of the Logs 
two weeks of charging: granta for conmumatbic mupplica will became le 
permanent, Ido not like it at all since it ia likely’ to work ae 
the philosophy I aim trying to preserve, yee l cannot soe any ‘kimple 
solution, | Sine'e this procedure of charyes may be nomething (hat > 7: ‘ 
we will have ta learn ta live with, let anc ‘remind you of the way in’ . 
which the stockroom oparatea: . & / e 
ordering conscumabla supplics . § 
lin fact, I encourage aad urpe 


Aging. 
+ those of you who prefer this procedure todo se winged. it mot. 

onty relitves the burden on the stockroom, but avill tenable us | 

to turn over the bookkeeping fo Central Adininiatratjon, at Sy 


through Ceotral Pure 


you decide to pothis route, please Ict us know immediately 
‘£0 that we canmake the necesRaAry arrangements, 
4 s ‘ 
b, The University han contractn with all-ite vendors ao that 

" discount are the earse froma particular vendor for: a specific 
items, yeyardicoa of whether fhe order in place id through ue batiee 
or cheauph Canteal Purchasing. There is a way to petan nt 
Increased digcount, i.c., to nive Central Purchasing: tine ta 
obtain lids on supplies or equipment, Weare not Leqvipped in 
tensa of manpower te go oul fore: uch bide ouracivos,: as ‘ 


te metre ot ar ara a aera yee p< a —, hance , : 
: « i : : . 6 


a: 7 ; so 


fe, While our. stockroom ardors cGmmon Itema in bulk quantitics,. 
and thercfore obtaine auch iLemia more cheaply than you can * 
puéchase them ase single item through Purchasing, you will 
not diree ecUly ben weft front this doduced: price, Vhat is? you” 
will Te pies tees the c calalojiue liatp price” (which loc s/not 


. inc} ither the bulk price or vendor discounts), care 
Lillinp you in this way for the following Peaaons: (a) To 
eye : abmaplify the billing procedures in the stockroom. {br} To. ; 


Duild up a "kitty" for Mike ar and Uclen tot usc for - partial ly 
nt dgkraying the co costs of running tha atgckroom and mast 
. impurtand: to help those who need. it. LU you don't like fhe s 
way, we do i; please order through the Purchasing’ Office, - 
. a. a 
. Mike's dlls aaety Aappens te eninelits with mine. in rescarch, 
the most critical and only non-expendalec item istime, jtis 
‘for this! reagan that order h fron tay Jab have c somnclithcs rane 
: to companies puch aRArthur i Th homanr where there ig no - 
: : digeount, but where delivery can be made immediately, The. 
vendors used by this department are frequently used for the 
_fhaine reasan, They provide sarvicc, but not always the | 
_doewest discount. ‘Shosc of you eeneenied with obtaining the 7 
Jargcat discaunt are invited to use Contral Purchasing. 
‘ 
Pill ise pleasctl to discuss (heac matters with: you, “ cithor 
Individually or Ata: staff niecting. Ido hope that you will continue | 
to help Helen, kanily and Mike, especially in the hard times that arc) 
coming. : 


Iwell realise and'appreciate the fact that much of the above: is 
self-evident and unnece ssary ab far an most of you are concerned, , 
‘and Lapolopize (ao you for having to write it, Unfortunately, sometimes 
iny job (Lemporary) becomes that ot a parbage collector, and I have to 
sweep up this kind. of excrement, 
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Dri Kise. In supunary, ‘the memo just presented, indicates the exist- 
ence of the following irregularities: 


One, the department of biology operated 4 purchasing system suit: i. 


wide of the, university-controlled central purchasing system. 
Two, in Dr, Roseman’s opinion, the institution of a precise auditing _ 
and accountiny system would ruin the cooperative atmosphere in the 


- department. 


ee ae 


sR 


yt nk see ete 


“hree, the memo states that in the department of biology :- 
“Rasearh costs have never been distributed uniformly, but have been 4» 


levied acéording to what the traffic can bear.” This statenient indicates 


that it had beep a practice of long standing to use grant funds,in an 
irregular faghion. 


‘Four, Dr. Rogeman states categorically that grants had previously y 


1 taxed at a rate of 3 percent across the board. In his:memo, Dr. 

man NAW casa increasing the existing 3 percent. tax on Federal 

rrants to a hij ae tax rate, Dr, Roseman’s only qualification was that _ 
those with the largest grants will pay most.of the freight.” 


- Five, the miemo indicated that faculty could expect. to ie billed for . 


salaries of persons with whom they had no contact. My grant was 
charged for the salary of an individual who did not work on my grant 
as indicated by the account transfer statement of June 5, 1973, to” 
Norma Berry from Helen Yates. 
Mr. Fouwrarn. Without objection, the account transfer statement’: 
will be made part of the record. 
{ The statement follows :].” 


"pun JouNs Hopxine UNivagstty, 
in _ “Baltimore, Mfd., Fasie 5, 1978. 
_ MEMGENTHALER LABORATORY 108 wio10ey 
To: Norma Berry ee o tf 
From: Helen Yates, : 


Please tranafer June Wieneke’s salary out at P-12-6167-02 for the period | 
2/18/73" through 3/81/73 ($272.92 SM) int 12-01 2. 


Mr. Fouwrarn. Thése-were grants, which you applied, for yourself t 
Dr. Kraax. Yos. 
“Mr. Founrarn. They were approved on the basis of your . 


_ application f 


r. Kursr. Yos. 
Mr. Fountarn. The funds then went to Jone Hopkins? 
Dr. Kixax. To the institution for the support, as I would tees 


stand it, of my research or that of whoinever else it was awarded to 


. originally. 


Mr. Race Go ahyad with your statement. ” 
Dr. Kusnn. Six. the fyémo indicates that competitive bidding was . 


<Not and would not"be: carried out by the department of biology. 


Seven. the memo indicates that: the department - stoc kroom would 


. . berun at a profit in order “to build up a kitty.” 


Following distribution of this memo to thetfacuity, I told Dr. Rase- 


- man that B wished to continue using the universitvécontrolled central 


purchasing systein. Dr. Roseman then in anger told me that I wag no. 


~ longer to have access to’ department: facilities: for eae ‘machine 
_ shop, stockroom. et coters. 


4 


Lug 


3 


_ university had knowledge for some time of the irregular manner, in’. 2 
which grants wore manayed in the department of biology. Following 


» 
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Since Dr. Roseman had clearly exceeded his authority as chairman, 
T hand-earried Dr, Roseman’s meino to Dr. George Benton, vice presi- | ad 
dent of Johns Hopkins University. Dr. Benton indicated that the 2 7s 


7 


my visit to Vice President Benton, Dr. Roseman circulated speecond ° 
memo which reads as follows: = 

To: Stam 

Fron: S. Roseman. 

Date: April 23, 1973. ; ; ‘ : ; X 

My memo of April 12, 1978 did not clearly state what should be obvious. ‘Che 
only charges ever made against grants are bona fide. legitimate, actual charges. 


‘The propowal for a so-criled “tax’ ix withdrawn. It was intended to retrieve a 


- the existing tax rate was. being propose 


‘. fpr the period July 1, 1973 throjash June 30, 1974. 


portion of legitimate expenditures from the research grants now being carried 
by general funds of the university. sf — 7 ; 

Note, however, that the first memo of April 12, 1973, indicated that a. 
fax was already in effect at a rate of 3 percent and that anincrease in 

z Also note that an NIH audit, : 
carried out in 1974, demonstrated that much-of what Dr. Roseman 
stated or proposed in his April 12, 1973, memo was actuilly found ie 
torhave occurred. The NIH “audit findings will be presented attheend —- 
of this testimony. ig . 

On Tuesday, yuhe 5, 1978, Tcaught the department taking money 
out of my yrant to pay « salary of a secretary without my permission. 
Since the secretary did not provide a service tq my grant, I insisted 
that. the funds he restored to my grant. 

As indicated in the account transfer statement of June 5, 1973, to 
Berry.from Yates, the funds-in question were restored to my grant. 

On Monday, June 11, 1973, Dr. Roseman called me to his office to 
inform me that a meeting had been held by the senior faculty and 
that I was fired. I was told by Dr. Roseman that either I would submit 
my resignation or I would he terminated by June 30, 1978, or 19 days 
later, This action was taken against me even though Dean George 
Oweh had extended my contract for 1 year ma letter of May 1,,1973. a 

[ The letter referred to follows :] . 3 


( Personal] : 
; ; Tus Jouns Hopkins Univexsiry, ® 
* Baltimore, Nd.. May 1.1978. 
Dr. Rawert Krxse, ar. 
DeparQuent of Biology and McCollutn-Pratt Inatitute, : 


Homewood Campus. * 4 


Deag Da. Krxsk: By authority of President Steven Muller and the Acddemig 
Council, T am pleased to inform you thaf your appointment as Agsistant Profes- 
sor in the Department of Biology and McCollum-Pratt Institute bas been reuewed 


demic base salary for the period will be $12,500. : ; 
We are looking forward fo your continuation as x member of the Faculty 
of Arts and Sctencees, aud respectfully request your written acceptance of this ie 
reappointment at your garilest convenience. . 7 F . . 
Sincerely youfs. - 


AS agreed upok Mm consultation with your departmental chairman, your aca-  @ 


7 4 . e _ Grorak E. OWES, Dean. 
Dr. Kieaes An audit. was mades year and a half after I left and after 


-Dr. Roseman had-been replaced by & new chairman. 


‘ 


ah 
er 
‘ 
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That many of the irregularities found in Dr, Roseman’s April 12 
memo were actually in practice was revealed in an audit performed in 
1974 by the Division of Management, Survey, and Review, NHI, Find- 
ings of this audit. are contained in the December 30, 1974, letter from 
Mr. Schriver fo vice president Benton of Johns Hopkins.. This letter is 
in the possession of Mr, Gilbert Goldhammer of this subcominittee’s 
staff. 1 will now list the,findings of the audit performed in the depart-_ 
ment of biology, Johns Hopkins University: © a 
Ono: Grant funds had been paid to individuals who did not provide _ 
‘aserviee to the grant being charged. | a 
‘Pwo: Grant. funds had been. paid for supply costs not related to the 
© grant being charged. eS a 3 
Three: The bookkeeping system employed was not adequate to” |. 
account for sularies. . A i ae ee _— 
_, «Four In. those ges wheresalaries conld be accounted for, some 
grants had been charged in excess of the effort spent on, thegrant. 
Five: In other cases where salaries could be accounted for, other. 
grants had not. been charged for salaries. ; ae 
Six: An administrative assistant told the auditors that charges | 
ie grants, weiv distributed according ta “the availability of 
uaa! | : ao ale a 
“Seven: The auditors found that the biology department followed a— 
system of “borrowing” grant’ funds from one grant to another, 
Bight: Costs had been transferred between grants without adequate 
explanation. ity ; ie - 
_ Nine: In the letter, Mr. Shriver stitatin that university. officials 
had promised to take corrective action to, (3) change the system for: 
distributing salary costs and (b) to stop the “borrowing” of grant 
funds. rr ae 3 i 
» Thus, Dr. Roseman's memo and the NIFH audit findings indicate the 
existence of grant pooling in the department of biology at Johns Hop- 
kins University. As chairman Roseman stated was departmental pol- 
icy_and as the NIE audit revealed ; sy & 
“One: Salaries were paid from grant funds for work not related to 
i the project to which funds wero awarded under the peer review systeni. 
| Pwo: Grant funds were “borrowed” by the principal investigators in 
the department of biology and grants were billed for supplies aceord- 
ing to “availability of funds.” | : a 
Three: Chairman Roseman stated that a precise accounting system 
was contrary to his philosaphy and the NUT audit demonst rated that 
the bookkeeping system entployed was not adequate to even account 
for grant funds disbursed as salaries. » 7 
In conelusion, the NIH audit. indicates that grant’ pooling did exist 
> in the department of biology at Johns Hopkins University. Second, . 
Dr..Roseman’s April 12 memo indicates that the ir 


’ 


regularities found 
by NIH audit. were not mere bookkeeping problems but were, in fact, 
elements of departmental poligy and departmental philosoplty.- 
“was asked to inake a puinber of recommendations. My first rec- 
» . ommendation would ber? a . 
4 oh 4, RECOMMENDATION. : 
eo ae . fe 
Auditing agéneies should‘ be instructed that grant pooling “and 
transfer of funds between, grants is not permissible. T was told by Mr. 


~ ay 


lop rs 
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James Conn, Office of the Inspector General, HEW, that auditors are 
not concerned ahout funds from one grant being used to fund an un- 
related project. Since the NTH Spends about-10 percent of its funds 
-on the grant review mechanism, auditors should see to it that the deci- 


‘sion of the peer review ekvoups is carried out. Federal funds should 


not be distributed based on the dictates of departmental polities. Un- 
less -auditors prohibit grant pooling, the peer review system will be- 
come meaningless, ro - —s 

NTH uses 10 percent of its funds ta review grants. That; amount of 


for al] of its scientific projects.‘ 


money is equal to the amount of money that the United Kingdom has - 


ee RECOMMENDATION 


T would recommend the increased Federal supervision of the man- 


agement of Federal grants. Without. increased Federal oversight, 
irregularities and abuses will naturally occur, . . 


RECOMMENDATION 


ncticing sciéntists be consulted, either 
tg changes in policies regarding grant 


I would recommend that: 
formally or informally, cone 


funding and accountability. 1 khpw that the vadst.majority of scien-. 


tists are highly dedicated to thei research’ and abhor shy tainpering 
With Federal funds, T would hope\that.any rlew-rogulations decided 
upon by this subcommittee yrould balance the legitimate interests of 


researchers with the necessity for ‘increased, Federal supervision of | 


Federal funds. ‘ 
Mr. Fountain. Mr. Goldhanmoer? “ ‘ 
Mr. Gonpitammen. T would request that the letter by James W. 
*  Sehriver, Director of the Division of Management Survey and Re- 


view, dated December 30, 1974, be inserted in the record to support’ 


. the'statement of this witness, 4 
~ Mr. Founrains If there is no objection, it is so ordered. 
“ - [The letter referred to follows:] ° . 
DXckM BER 30, 1074. 
Dr. Georct 8. Reston, . 
View President for Homewood Divisions, The Johns Hopking University, Balii- 

‘ more, Nd. ; : 
Deax Dk. BENTON: This office has completed an investigation of allegations 
made by a former research investigator au the Department of Riology, Johns 
Hopkins *Caulversity, Baltimore, Murylatid, concerning the misuse of NII grant 
funds by the former chairman of the Department: Of the many allegations 
nude, we found support for only two; namely,-that (1) grant funds have heen 
vharcej for the salaries of nonprofexsfonal employees who either did not work 
on the grants or’ did not work in proportion to the amounts charged and (2) 

éraoty have been charged for costs not related to the Work of the grants, - 


ta distribute salary coststis not adequate to account for salary costs related to 
individual grants and “that certain grants have been charged for costs. not 
Tela tothe work Of the grants, These irregularities dé not exist to any ‘siz. 


one niet dexree, howe¥er, atid we belleve that in the fagin the costs charged ta. 


J NU i grants have beerequitable and Pivageied ; ; : 
ae ra reviewad the xyatem Aised by f e Department of Biology to charge salary 
“ costs to individual ara and found that the system jx not adequate to account 
vet * afor salary Gosta‘related"t 


’ 


t 
‘ 


i id is a 


Our investigation Teyealed that the sygtem used in the Depeirtinent mf Biology -«.: 


© individual Yranty, particularly ‘for the salaries of non: | 


» Professional support employees. Some grants bave been charged for sularies of 
thene employees In excess of the amount of effort spent on the grants, while other 
sranta have either nut been charged fur any salaries of these employees or have 


a i ve Res ee 2 RA : 


- show pe ES ay #4. Kebreperking, Kescthee Thesactual effort wpent on the 


. Certain “grauts he been charged for’ costs such an gupiticn net related to'the 

work heing parformed on the grants, lu the Department af Biology the principal 
. investigators; whe have more than one graut usually do uot indieate on the 
ea. _ purchase requisition the grant to which the purchase whould be charged. The 
. Uintribution of these charges is made by an administrative assistant who told | 
_ ua that distribution tx usually made accorditig to the availability of funds. Nat-- 
eet urally, this method of distribution gives. no assurance that xpecitic grauts are 
el charged for. the cost of materials actually used on the grants. We found also 
‘ that the Department follows a system of “borrowing” funds from one grant to. 
another. For example, when the funds for supplies of one grant: have’ been ex- 
pended, the iavestigator is aNowed to charge the eat of supplies tp the grant of 
‘anather investigator until be receives a pew grant award at which time he reim- 
barses the second grant by permitting the investigator of that xrant to purchase 
supplies with bis grant funds . 

. In addition, we noted that costs are transferred between grants without ade 

f ' quate explanatiog. We reviewed a nuniber of these trausfers. selected at random 
: ami found that they appear to be proper. We believe, however, that all such: 

transfers should be adequately exrAained. 7 : ies 
We discussed these Irregularities with University officials who concurred in 
dur findingy and agreed to take the necessary corrective action. They said that 
y they would change the system foe distributing salary costs to tndividual grants 
and that fhey would discontinue the practice of allowing investigators to “bor- 
* - gow” finds from oue grant te another. . : i 
: If you Lave any questions regarding this report T shall be glad to discuss them 
with you or your staff. Again, I would Ike to thauk you for the courtesy shown 
my staff. é 
Sincerely yours, : . 
James W. ScHRIVER, 

; Direetor, Division of 

Management Survey and Review, OA. 

_ Mr. Founvaiy. Thank you very much, Dr: Klebe, for a very inform- 

ative statement, [ realize it is nos very pleasant tg testify on matters 

of this’kind with regard to any institution. As a matter of fact, it Is. 
not pleasant for us, as members of the subcommittee; at least it-1s not 

4 _ for me. I have dever found it pleasant as thairman of this subecommit- 

| tes to have to examine inefficiency, waste, extravagance, or other un- 
acceptable practices. It always injures someone soniowhere. However, 
’ that is our responsibility, and as long as T am chairman of this sub- 

on comniittes we expect fo carry out our duty. - 

. Did Mr. James Conn of the Office of Inspector General at HEW 
give you any reason why the auditors are not goncerned about funds 
from one grant being used to fund an unrelated project, or is.that just 
an observation you made? We expect to have HEW. witnesses tomor- 
row and we ean discuss this with them, also. | _ 

_’- Dr. Kisser. He gave no reason as I can recall. I don’t remember 
that much about that conversation. | oo. [a 

From what J gleaned the auditors are really mainly after palpable 
fraud, examples of people running ground in a Rolls Royce paid for 
by grants. That just does not exist. 1 think most scientists are honest. 

Mr. Fouxrain. They are concerned about stealing primarily ? 


ae Dr. Knxas, Right. These matters of bookkeeping are not involved. 
As a swientist T don’t know that. much about journal transfers und 
_ that sert of thing. er ae 


al 
Ss 


© 
bonne, 
ts 
ob, 


p 2 caf . ‘ a Nos 
. Mr. Founvary. ‘T asked the question because I introduced the bill ; 
that established the Office of Inspector’ (pneral in TE W*That office 
has been doing ‘a very fine jeb, rdeetat with regard to gotting 
7. . “info various areas which require investigation. In a number of areas: 
they have already‘ disclosed «2 lot. ‘of “inefficidéney, waste, and 
extravagance. os 
As you said, they do as we have to do. We cannot. ask all the ques- 
tions and get all the information we would like. They hit the high 
.. spots with their investigutions and that is about as far as they go. 
Dr. Kiene. That is right. : 
Mr. Founrary. You have given us a very frank discussion of your, 
experiences at Johns Hopkins: As an assistant professor there and ‘an 
_ | Associate professor now af the University of Fexas ‘Medical Branch, 
did you also have teaching responsibilities in addition to‘vour Govern- 
ment-sponsored research ¢ ae | 
Dr. Krewe. Yes: T did at Johns Hopkins andJ do at the University 


1 


-. . of Texas Medical Branch. . — . 

Mr. Founvary, What was the extent of your tegching there? 

_ Dr. Kirse. At Johns Wopkins, I taught 2 lab sie a each semester. T 
taught two graduate courses and T gave'a lecture or two in one under- 
graduate course. - et - : ae . 

Mr. Fountaty, How oftendid you give that lecture? 
Dr. Kurre. Well, [gave just a few lectures each semester: However, 
Thad 3 hours three times a week with the’ undergraduates in tho lab 
course. oe a : 
Mr. Fountagyy. Do you have any other responsibilities at the Ti+. 
versity of Texas such as special assignments , * 
Dr. Kiene. Other than teaching, training my graduate students, and - 
taking care of my lab, no. eB 
Mr. Fountrary. Tow niuch time does your lah require ? 
, Dr. Kies. Tt requires the vast majority of my time.” 
Mr. Fornrarx. Do wou find that complying with Federal regula- 
, dons which require,accurate and acceptable accounting records of the 
costs or éxponditures for. researeh places a severe burden upon you? 
‘so. Dr. Krene. No: T don’t think so. In my experience, the paperwork is 
handled as follows: You send ‘out your’ purchase order: and once 
materials are received, you sign off on the receiving report. At this 
pomht, the receiving report and other documents yo to the accounting 
department. T and other scientists have nothing to do with how the 
‘paperwork Is processedsby the aecounting department. I believe that 
- the matters being discussed at this hearing concern the operation’ of 
the tiniversity accounting departments, not the operation of a scientific 


« 


* laboratory. Figs oe : ; 
‘+ Mr. Fountarn. These requirements. do not hangper -vour research 
efforts rit all? , | A 
: © Dn Kress. How could they? The requirenients apply mainly to the |. 


. accounting’ departments, ze. 
4 Mr. Forontary. Ag you know how your fellow researchers at schools 
yon have been assoeinted with, and elsewhere, feel about accountability 
requirements? Have they complained to.you-or otherwise expressed - 
views concerning the need. for'and the onus of reporting. costs and 
keeping records of expenditures of Federal research funds? 
: a. cut ee t ne 


i ey 


: 
. , : : : 
Rie es . . 


; | ° 101 . 7 
* -_ ae : a, 
4. ... Dr. Kursx. I have not heard complaints alony those lines. The kinds ; 
; ‘of compleints you hear regard the amount of time it takes to write: 
prants. It takes a lot of time to write the grants. - < a 
: Mr. Fountain. In other words, you have to spend a jot of time 
2 : justifying the’ ; . : - i ‘ : 
°°. Dr. Kraux. That is right. Then sometimes you hear complaints about 
the length of time it takes for a piece of equipment to be received be- | 
cause it yroes out on bid. That is natural and it has to occur. | | oe ee 
' Really most scientists do not appreciate the problems here because 
scientists are not accountants, An accountant is trained in accounting | 
_ principles, management practices, and computer technology. Scientists : 

- are‘not trained in accounting so we really rely on the accountants at =. 
‘ our universities todo our bookwork.. * om? 
- IT think.most scientists would be absolutely shocked to ‘find that any- 

thing improper was done with their grant Finis as. I was when I was: 
‘a at Johns Hopkins and found grant mismanagement carried out in the . 
oe G Johns Hopkins biology department. - Bay oe yO 
a . Most scientists would not belicve what I heard this:morning from . 
ea - the GAO auditing group, who stated that 35, percent ‘of all expendi-. 
“tures sudited in universities cannot be properly docymented.” ° 
i. Mr. Fountain. Dr. Klebe, at. page 10 of your prepared: statement 
J you indicate that on June 11, 1973, Dr. Rosaman told you that you were 
tired. Did he give you any reason for the firing? Were there any for- 
. mal charges placed against you. . . . eo 3 
. Dr Well, a meeting was held. I was not even told'a meet- ~~ 
ing would be held. I was not allowed to go and defend myself.” . ny 
think that his main motivation in firing me was due'to the fact = 
that I did not want‘to go slong with the way grants were managed in, 
that department. [think that wasthe main reason. | — 
However, there was one ather charge I belive was brought up. 
There was a tissue-culture room which I managed. I threw two of his. 
post-docs out because they brought radioactive chemicals into the room 
ry which they were not allowed to do becaise it was dangerous and oo. 
a against Federal regulations. This happened several weeks before my 
firing and before the June 5 transfer statement where I found they 
. were taking moncy out of my grant. — . gt 4 
y ‘ [ believe the main thing involved was the grant mismanagement. 
_ Mr. Fountarn. Were you called on to sign any blank sheets of pa- 
‘per, such as Dr. Cohen Srectted:, for expenditures of funds? 
Dr. Kixne. No. They asked me to do one thing. They asked at the = ~~ 
very pening for me to authorize other people in the department to . é 
sign for me. T would not sign. I reserved the right to sign my own 
forms. a ads es a 
Mr. Founvain. Did they tell you why they wanted you todothat? ss \ 


a 


4 


_ Was it in the interest of saving time? 
Pr. Kuxss. No, it. was not explained to me. » ee 
Mr. Founratn. They did, however, give vou the option of resign-- 
ing rather than boing fired? - 
vr. Kixar. You. . ace oe 
Mr. Founratn. Did you resign or did you await the termination 


notice which Dr. Roseman said would be issued on June 30.19738F =, 
. : : a 2 


HC... oe SB Oe. ta 


a MRP eR 
Dr. Kress. After this happened I went over to the dean, Dean. 
George Owen, and by the time I got there a notice firing me was al- . 


ready in his hands, 


4 Dr. Kiswe. Yes, I signed it under those conditions, 


Mr. Fountain. So you really didn't get a chance to resign before it 
camethrough ? ee Pee eens ae on . : a , 
~ Dr. Krese. Dean Owen said he would tear up that piece of.paper if . 
T would sign my resignation and hand it to him. Ce a 

Mr, Focnrarn. Did you sign the resignation? .  * ag, age 


aiter they cbmplained about or protested the improper‘use of Fed- 

eral rescarch\grant funds? - oo 
Dr. Krxax. Phin Cohen. I don't know of others, ee —4 
Mr. Founrarn. I guess many scientists, particularly if they are. 


Mr. met Do you know of any other research scientists fired 
h 


“successful in getting other positions, yould not want to come forth 


und make anf statement. 


Dr. Kresr. It is very, very dificult consulted with a number of. * 


my peets about going before a commi 


such as this, They all say it 
will hurt my career. i ea 


Nevertheless, my peers said it would be good to have a practicing . 
sientist come before a committee like this, What. they fear is more | 


regulations that would tie them down, but from what I have seen 
here today T think the regulations will apply to. the university ac- 
counting departments and not the research scientists. 

‘Mr. Founratn. We have unquestionably an -excessive number of 


regulations at the. Federal level in a wide variety of rogram Areas. 


However, it would appear here that perhaps the HEW Audit Agency 


or OMB should take another look at.the requirements. 


T presume your work at the university was satisfactory inasmuch 
ason May 1, 1973, you were notified by the dean that your appoint- 
ment as assjstant professor had been renewed, "| 

Dr. Kuesx. Yes, my performance was satisfactory. | : 

Mr. Founrain. You never received a poor or unsatisfactory per- 
formance rating prigr to your separation at Johns Hopkins? « . 

Dr. Kugar. No, never. - . co 

Mr. Founraty. Do-you know whether your final records at Johns. 
Hopkins University show a “satisfactory” or “unsatisfactory” rating? 

r. Kress. I have no knowledge. 

Mr. Founrary. Can you explain the motivation of the school in 
taking such drastic action against you. ‘2 i 

Dr. Krxar. As you can. see from that memo, the way grants were 
‘managed in the biology department was a matter of very high depart- ° 
mental policy. You can tell from Dr. Roseman’s comments in that 
inemo how strongly he felt about those who opposed the way grants 
were handled in that department, so I think that the j ction was taken 


‘against me die tomy complaints about those policies, 9": os 
Mr. Founrary. Do you think-there are many scientists who know 


of irregular procedures and improper sccounting, who are aware of 


| transfers and improper use of funds according to Federal regulations, 


-bat who say nothing about it as long as they get. the research-done and 
funds which they think are adequate ? a 4 ne 


Ne ; 


.- 
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Dr, Kianx. I really believe most scientists do not have the accounting 


skills necessary to know anything is going on, 


Mr: Fouw;ratn. ‘They assume— ¥ eo 
ae Kr That it is for research, . 


 Founvarn. Thank you. very much for your forttieigheneee and.:. . 


ne iging the subeonimittee the benefit of your own experience, 
_ Dr. Kraax. Thank you very much. 


“Mr. Gxsitagpr. It should be pointed: out that De. ‘Kjebe 5 is here under 


| subpena. _ 
Mr. Rooke. Yes. Dr. Kilebe,. you also are: under ei to be 


, hare? 


Dr. Kuxse. Yes. - 
Mr. Founvatn. Thank you for anea this to Ry. atielition, Mn 


(Dr. Klebe’s curric ulunt v vitae follows :] 


-Gebhurdt. It is not too material but sometimes it 4s inquiFed ‘about 
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Mr. Founraiw. We had not prepared to reach Mr. Stepnick until to- 


‘morrow. However, T understand that he is here. We will not question 
¢ him today, but we can take his prepared statement. That would help 
~ "us make more progress inour hearings. ee ae Rae 

J want to state before we start, oe shat T-have reedived 
letters relating tothe hearings from Presic 


versity. Dr. Muller's letftr will be made part. of the hearing record. 


Dr. Bok indicates in his letter that he reserves the right to snbiit 2 . 
statement for the record at'a later date. The record will be kept open. Htg 


far several weeks. 


+ 


“Robert J. Kiebe responding to Dr. Muller's leiter, . 
i The letgers referred to follow:] |. .° 


ns 


ent Derek C, Bok of Har- - 
var University and President. Steven Muller of Johns’ Hopkins Vai-.. 


T ami also placing into the record an August 6 letter from Dr, 


ae 


> a 
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, 8 The Johns Hopkins Unversiy . me 
a. Se r . + as 
a | at ns 
. - : . ° z 
Seaves Mutter, Mewsdent > July 16, 1979 
a : . 7 “ si : ms , ; i * woe 
The Monotable L. ue Fountain. a 
‘Chairman . ee i . : 
Intergavernnentad Relations ana’ ee" : ‘ 
- Muman Resources Subcomaittee of ah = ae 


the Committea on Governaent Opexationa _ aes 
Rayhurn House Office Mudldiey, Fever B-372 . 
washington, 0. Cc. 20518 gta Te Mea 


; 7 aM at: 
ens; ke, Chadha: ; eos 


Plessa ‘Let ne eaeaa: to your lettex of July 9, veceven hare only ‘on 
July ‘23, advising me that: in bearings scheduled for July 17, 18 and 19 by 
“the Tngexgovernmental Relations and Homan Resources. Subcomittes of the. : 
. Comiiteeton Government Opexations and dealing with — review of KEW's auditing 
of: colleqes and universities and the accountability f thepe institutions, it . 
de anticipated: that tha Use of federai research. funds hy The Johns Kapkins 
mesvesetty, ae be SrA 


® 
sie ; I acca ‘that oa: this short notice itis not possible for|me ta appeaks 
wefore you.on bekalf of the University. Thesefore, I reapocd Gith appreciation 
ta the opportunity you suggest of submitting this written ata 
>, hearing, record and would be most gxatefal if yqu would read 
your colteagues at: the aypropeiate time during the bearings. 


‘The assumption on which Twrite is that testimony will be offered to you 
by Or,. Robert J. Kieba, who once served for seventeen months as an aseistant 
professor in the Department of Biology of the Faoulty of Arte: and Sciences of a 

ao Sethi University. Qa this asbunption, please la} me offer a faw comments in 
‘hee anticipation of the naturd of Or, Klebe's teat. ¥ apa. taspectf{illy request. . 
- ‘that the University be aliowed to xasexve the right to respond further and in 


wiahes. 


ae qreaters detail after Cc. Klebe’ @ testimony. i taken, if the Coumittae o- 


e 


¥- 
Lat me note: firit thet charges against The Jonas Hopaina tadvacadey by 
be. Klebe are act Jikely to be new; because he left chis dnatitution ine 


“ November 1975 and Ras been voicing his concerns rappatedly on different occasions , 


‘gver the past fi 8 and more.’ Without wishing to ba derogatory to Dr. Klebe 
in any way, Please let: me also advise you that there is reason to believe that: 
he is aggrieved at Johns Hopkins because his resignation from the faculty was 
requested unanimously Dy, the vanion. faculty of his anette at the end of his 
Senet geey Tere E ee 


te 


, towever, the charyes which he has made publicly before and which we presume 
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: e ae «9 able hese wd 
ae 3 ‘he Will offer at the hearings are of sufficiedt impostasce that the following - * Ga 
facts concerning them should also prove useful to you aad the members and_ se OS 
ataff of the Subcommittee: te ——— a ae ; 7a fk ga 
4 1. De. Klebe's @llegations resulted, almoat imedistely in ak audit-and y. _ 
‘ inweatigation of mandgemact - and accountability within the Mology Department .--| - oc. 

2 ~ Of this University on the part of MEW/NIN auditors undexs the dixection of ‘ : ‘ 

aes . Me. dames W. Shriver. Phe ae Ais 


: a. In bis post~-audit Letter to the University dated 0 Deceaber 1976 
_ Mx. Shriver did cite cexstain problems, and immediately, corrective action was 
taken by this institution. The conclusion of the auditors was that “of the . - ; 
many allegations made, we found supgart for Only two..." Ax. Shriver's latter , 
states furthex that “...these irregularities do mot exiat to any significant 
a... Gégxea, bowavear, and we believe that in the main the costs charged to MIN 
“" grante have been equitable and seasonable,* , “ 


Py * 
$e ES 4. > During the SaN/NIM-audi¢t and investigation, menbaxs of the investis - 
ae _ Gating team advised tha administration of The Johns Hopkins University that thay 


found the records and record-keeping in the Department to be wnusually fine; . 
. ‘and that this wis the first such investigation conducted by them as a result of . - 
a which no request ‘to reQabutae MIN fox inappropriate expenditure of grant funds 


. ‘a Prompt action taken to correct the two irregularities noted is ast 
indicated in the attached letter from than Vice President George S.. Benton ta’ : 


Mx. Shriver dated 6 January 1975. : 


: es Ne. Chaigmas, The Johns Nopkjns University takes pride in the sccomplisheents ° 
_/ . 3 ‘wnd ‘integrity of 4ts faculty and researchers over moxe thay’a century. We believe 
or _ Gur record of service to and cooperation with the federal government to be aut-' 
are standing. We further believe that both the handling of governsenst funds by our 
. Departaent of Biology and our response ‘to Or. Kiebe's allegations have been : 
Correct, prompt, and fully within the hounds: of propriety and reasonable || ; 
expectation.” I appreciata the opportunity to write to you an this subject and . 


ead _Yepeat our willingneat” to provide additional information should you so desire. , ; 
: : : a . =a a: ‘ a 
3 P Bincerely, . a Shs a , 
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¢- a ae ie .Galyeston, Texas: 77581. 

_ ° — : a BNSED 6 a 

The Hotlorable L. Hi. ‘Fountain : : e ate _ , 
Chairman - : wp, 88g ar _ 
Intergovernmental Relations and ~ ee 7 oe, 
“Human Resources Suheaniietad of —_ Soe 
the Committee on Government Operations." 
~ Rayburn House. Office Building, Room B- he 


Washington, D.C, 20515, 


“Dear Mr. Chairman; a .* a Lot ‘ i" 


sole ft 


Y take this oportunity to respond to the letter, from Johns Hopkins 
University Preassent Steven Muller which concerns my seahemigny. before 
your, Subcommittee‘, as 


‘a 


t 


Initially, I would ike to say ag an alunisus of Johns Hopkins 
that I was pleased to find in President Muller’ a letter. that the Johns 


” Hopkins Administration took: prompt action to correct the grant 


‘ 


ia 


_ Wi smasiagement problems that existed in the Biology Department. 
“| -helieve that this corrective action was beneficial for, (aalogical. 


one Beedaven and’ in the ports narereds: 2 Specs see 


* : wiitaéw “reapond to questio ® arising from Pre sigext ~ : 


“Muller! w letter, While 1 may repeat"iireas of my testi 
believe that my SERpRDES will aid in clarifying Hise aE Ore, ss 


- First, 7 should note that may, appearance uae kaha 
“before this ‘Subtommittee was my firat action in this matter since 
197% and my. only ‘poblic response relating to my experiences at 
Johns Hopkins. °1 did bring the grant mismanagement of the 
‘Johns: Hopkins Biology Department to the attentinn of the * 
appropriate federal Agencies in 1973 and he and that was 


HESper and in the Seah interest. 


In reply to President Mulléz' s leitax; | will again restate 
"my testimony concerning’ my forced resignation. On May“l, 1973, 


" Twas issued a letter from Dean, George Owen atating that I had been 
" reappointed for an additional year. On June ll. 1973 (six days aa te 


‘Ibad objected to funds being withdrawn from my grant), I was 

informed that my resignation was required or I would be terminated 

by June 30, 1973. ‘It should be pointed out that the performance f 
my research and teaching duties was not isstie.in my dismissal 

and it should also be noted that Preside nt Muller’ ‘'s letter does not 

provide a specific charge which could. justify the drastic: action that 

was taken against me. . As is indicated: by my testimony and by — 

/ Dr. Roseman's April 12 memo,’ my objection to the mismanagement of 
grants represented a major breach of departmental policy.. Aa for 

the unanimity of the senior faculty in vequeating my resignation, I 


need any paint gmt, Sa it is well known that a. participant in the 


athe tale, : it = 
aan eee : i : wt « 
‘ a 4 . iy Fy 
o “ : = ‘ a 
o4 a . 4 . 
e x - « 
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. Meeting, Professor Alvin Nason, apolegized t to me (si: ‘being present 
s at the meeting and’ éther participants expressed hope that the verdict 
* . .° | would be reversed. . Iwill also restate my testimony that I was not 

. informed that a meeting was to be held concerning the termination of 
my employment and that | was not permitted to defend myself at 
this meeting. I feel that I was denied due process and, thus, I a ~ we 
feel fhat the meeting was unfair. 


+ 


_ - - In regard ta the eer audit findings, I wish to reatate 
, the faots brought out by my testimony and by"Mr. Schriver's letter 
of December 30, 1974: In terms of chronology, I should state: ooo - 
initially that Mr. Schriver's audit occurred in the last quarter of : md 
1974: I had left Johns Hopkins in the third quarter of 1973; and the. : - 
' Biology Department was under the management of a new chairman Ht 
who was chairman-elect within two weeks of my forced resignation 
in June, 1973. Thus, Mr. Schriver's audit occurred over a year ~ 
after I had left Baltimore and took place about a year and 2 halt . e oc 
after Dr. Roaeman had been replaced” as Chairman. : 
x 
The findings of the Schriver audit are found in the letter ‘of ° 
+ December 30, 1974 which is a part of the record and a portion gf . 
‘ my testimany. Far from finding an unusually fine records system . 
or only two irregularities, the Schriver audit revealad eight areas of — 
grant pnlamanagernent: namely . oF 


1. Grant funds had bean paid to individuals who- did not 
provide a service to the grant being charged. _ : 
2. Grant funds had been paid for supply costs not related 
to the grant being Charged. 
3. The bookkeeping system employed was not adequate to 
, . account for salaries. 
4. tn those ‘cases where salaries could be aeesunted for, 
some grants ad been charged in excess of the etiaet spent : . 2 
* on the grant. ae “Sg 
5. In other cases where salaries could be accounted for, 
other grant# had not been charged for salaries. . . 
a 6. An administrative assistant told the auditors that ee 
' charges against grants were distributed according to ; “ is 
“the availability 6f funds." © ~ ° - 
7, The auditors found that the Biology Department tdlowed 
a systern of borrowing’ grant funds from one grant to : 


/ another. . 
and 8. Costs had been transferred between grants without 
adequate explanation, 7 . = 


0 i 2. a a 


~ 


ERIC 


the academic freedom te protest such mismanagement. | 


_ In addition, loves Chairman Roseman, stated in hig own: . 
April 12 meme that the following additsonal areasol erat, mismanagement 
existed in the Biology Department: 


. 1. Federal grants were fauna at a rate oF 3% yy 
2. The atockroom was te be run at a profit: "to build. up a ‘kitty’. 
3. Competitive bidding’ wae rot and would not be carried out. 

4. Grants would be charged-for salaries of persons who 

: did not provide a service to the grant being charged. | 

‘and 5. Im Dr. Roseman's epinion, a precise auditing and accounting 
system would ruin the codperative atmosphere inthe 
department. : 


The Schviver audit Gndings ¢learly indicate that Ainds ear-marked 
for one project were expended on unrelated projects. That the auditors —— 
did not require Johns Hopkins to reimburse the NIH for funds expended | 
in thie irregular manner is, I belicve,. one of the major issues to be 
addressed by these hearings. . As stated in the announcement of these mn 
hearings, one purpose of the hearings is to "examine the quality and 
effectiveness of Federal audits for aveuriig that such funds (grants) | 
are expended for their intended purposes. ' 


~ 


~ 


F ‘imally. my sagtimeny demonstrates that university scientists 
seriously endanger their Careers by even raising, questions quietly 
about grant misrhanagement. | “1 hope my testimony is helpful in 
eliminating grant mismanagement and in providing scientists WIEE * ‘ 


. 7 > ' Sincerely yours, - 
~ ; Robert J. Klabe ee 


t 


: 
ane, 


ee ce S|: ea et 
Mr. Founvrarn. Tf it becomes necessary as a result’ of the inclusion 
of Dr. Muller's letter or Harvard's later statement, if submitted, for — 
the subcommitice. to hold further hearings to pive these universities | 
— an opportune to testify, we wi] notify them. os ; 
ae | aera University submitied a statement for the record. Seo" 
appendix. a : a : of 
Or -Founraty, Our next witness will be Mr. Edward W.-Ste a a 
Assistant Inspector General: for Auditing, Department of Heal ’ 
Education, and Welfare. us 
Mr. Stepnick’s testimony will relate to HEW. audits of educational 
institutions, the nature of the audits, and, I assume, the difficulties 
. encountered by the auditors, and the steps being taken or planned to 
- ameliorate the problems. i : ° 
Mr. Stepnick, we will be delighted to hear from you at this time. 


. STATEMENT OF EDWARD W. STEPNICK, ASSOCTATE INSPECTOR - 
/ | GENERAL FOR AUDITING, DEPARTMENT OF HEALTH, EDUCA. 
- MIONAWD WELFARE ss 


Mr. Srepnicx. Thank you. I appreciate the opportunity to:appear 
here today to discuss our audit activities at colleges and universities 
relating to Federal research grants and contracts. My statement will 
deal primarily with:' | ey, ae ts | -, Ue 

The role of the HEW Audit Agency and its work in'this area over 
the past several years; 0s —. . 

The kinds of problems we have reported on, and their significance. 
” I will also outline the measures HEW is taking to resolve the prob- 
. _ tems, Mr. Henry Kirschenmann, Director of the Office’ of Grants and 
ontract Financial Mayagement, will appear to discuss these measures 

: more fully. . . cr sar 

. The HEW Audit Agency, established in 1965, is HEW’s central 
organization responsible” for audits of all of the Department’s pro- 

grams. functions, and activities, including those conducted’ through 
grant®s and contractors. In total, there are about 51,000 entities ac- 
. countable to HEW which comprise the Audit Agency’s workload. 
In broad terms, the audits are designed to,-one, consider whether 
Department operations are conducted economically ‘and afliciently and, 
thay two, provide a reasonable degree of assurance that funds aye expended: 
properly and for the purpose for which appropriated, 9 

— Since: March 1977, the agency has been organizationully located.’ 
within the Office of Inspector General. We have a headquarters staff 


in Washington, D.C., and field staff at each of the 10 Department. re- , 


gional offices, with 42 branch offices, All agency staff, regardless of. - 
. Jocation, repert tg the Assistant Inspector General for Auditing, who .. 
in turn is responsible to the Inspector General for-the direction and - 

performance of the audit function. As of June 30, 1979, the full-time 
“staff? totakal 995 consisting of 924 professionals und 71 administrative 

and clerical personnel. . Sa ; 

._ The entire Federal Government expends about $5.4 billion annually 
- in grants and contracts to about 2,500 college and universities, $3.9 
~billion of this is awarded. by HEW in support of academic seience, 
_ research and development, fellowship and training; grants, ‘Reilities 


Cc ireular A-88. 


- Nation's 2,500 colleges 


_the need for followup review ‘total Fe 
‘needs of awarding agencies. 


-nany schools—especially ‘the smaller ones—have not heey: 


CY ° _ 


“and eqmipiiiont far instruction, and general support for science. Within 


HEW, most of the awards are by the Public Health Service and, the. 


_ Office of Education. It is estimated that 200 of the 2,500 schools receive 


over 70 percent of the funds aw arded, geet 

Considering all the entities thit receive ‘funds from the Department, 
eoHeges and universities comprise about 5 percent. Currently, about ° | 
JRO. stati sears—which. is 20 ppreent of the total direct audit effort- 


“are applied to this aren. In terms.of dollars. this represents $6 million 


of the Audit Agency's total annual cost of $32.8 million. 
In 1968, OMB, fornitrl? the Bureau of the Budget, established a 
wlicy that a single Federal’ agency W ill be responsible fgr the cgn- 
nee of indirect cost negotiations and audits for all Federal agencies ~ . 
at a-single educational ‘institution. This. policy, As expressed in OMB... 


Beeause HE W was the primary Federal source of “ivenied con- 
tracts aud grants, the HEW Audit Agency became the single agency 
responsible “for all Federal audit \yervices at about 94 percent of the |, 
and univerNties. The temaining schools were 
made subject to audit by the Defensé Contract Audit’ Agency, the ‘De- 


* 


- partment of the Interior, or the National Science Foundation. 


Beeause of a shortfall between the total audit workload and avail- 
able audit resources, we have-never been able to implement a firm time 
eyele for auditing institutions of higher education—that 1s, each school 
every 2 years, 3 years, et cetera. Instead, we select entities to be 


‘audited on the basis of such factors as experience as to Avhich audits | - 


are consistently the most productive in terns of dollars: saved, ne . . 
magnitude and relative significance of Pa previously discloged, . ey 
eral dollars involved, and t - 


Under ths approach we have meena our efforts on shoe in- 

stitutions that receive large amounts of Federal funds, aryl as aresulf « 
udited for 
many yorge While our audit cycles are longer than they should be, we 
believe ou® methods provide reasonably effective dolar. audit coverage. 
For example, during fiseal vear 1978 about $5.4 billian was awarded 
to universities and colleges; ‘and fiscal year 1978 audit reports caver red 
41.5 4} billion. 

“Audits we perform are subject to professional auditing standards. 
These include in part (i) “Statements of Auditing Standards” issued 
hy the Anferican Institute of Certified Public Accountants and (ii) 
“Standards for Audit of Governmental Organizations. Programs. Ac- 
tivities and Funetions” issued by the General Accountitig. "Office and 
adopted by Federal executive depart ments and agencies thrdugh OMB 
Circular A-73. Additiofial guidelines to field anditors are provided i in 
policy and) procedures handbooks and other instructions. 

For the most part, our periodic ‘audits at colleges and Universit, ies 
involve: reviewing compliative with Federal grant/contract require , 
ments within the context of an evaluation of the financial and manage- , 
ment systems used by the schools to control federally funded activities, "3 
The auditor reviews accountability of the institution by one, evaluat-~ 
ing the quality of management systems: two, testing sample. transae- 
tions to sec if systen fs are wol ‘King: RS intended : three. determining the 


1 


— colleges anc 


available to the auditors for evaluating the acceptability ‘of institu-. - 

‘tional records and the allowability atid allocability of costs claimed for | 

‘pel burserient, os a es 7, oe 
Re fore discussing our audit findings, I would like.to copument briefly 
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adverse effocts of any weaknesses; arid, four, making recommendations 


for corrective action. aet 2 
OMB Circular. A-21, formerly Federal Management Cireular-73-8, 
provides principles for determining the costs applicable: to research 


aud heed an training, and other sponsored work performed by ’ 
universities under grants, contracts, and other agreemerits + 


with the Federal Government. These principles are the major.eriteria 


on recent GAO criticisms relating to the quality of our university 


audits, Among other things, GAO said that some of our audits lacked. 


_ some of the characteristics of a quality audit with respect to such mat- 


+ 


ters as andit scope, sufficiency of evidence, completeness of reporting, 


and supervision of staff. * me 
We agree with GAO that improvements ean and should be oe 
theso areas and we have instrueted our regional stafis accordinglysAVe 


strive to achieve the highest professional standards and are apprecia- 


tive of GAO's constructive suggestions. It.is our view, however, that 
the weaknesses are not so serious or widespread as ‘to in any way de-: 


‘tract. from the generally acceptable quality of the audit’ work we 


perform. : a : 7 , 
© Throughout the years our audits have consistently disclosed major 


- problems in five areas which suggest that udequate.recordkeeping and 


‘cost coytrols with respect to Federal funds are a widespread problem 
at colleges ind universities. Foo often we have Goncluded that we do 
not have a sufficient degree of assurance that Federal funds have been 
used for the purposes that they were provided for, 
_ The five problem areas are: ~ 25 
~ Tnadequate salary and wage documentation. 
Improper or inadequately documented cost transfers. 
Consultant. costs indocumented, 
Weak cash management. system. . . 
Poor procedures for acquisition, control, and aecountability for 
equipment and supplies, . ; ae 
_- Most of the funds provided under cost reimbursable agreements are 


. 


expended on the salaries and wages of institutional personnel and re- 


lated fringe benefits and indirect costs. and we have focused the thrust 
of our audit efforts on reviews of systems of accounting for salaries 


and wages, The toughest: and longest-standing problem revealed by 


our audits has been Jack of reliable documentation to support salariss 
and wages charged to Federal grants and contracts. This is consistent 


with GAO's conclusion expressed in their August 1978 report on fed-, - 


erally sponsored research at’ educational : institutions, Therefore. T: 
would hke to comment. principally on our findings relating -to inade- 


quate payroll record systems af the institutions, , 


As mentioned earlier! tht allowability of casts incurred under Fed- 


eral grants and contracts to educational institutions is governed by. 
the provisions of OMB Circular, A-21, fornierly FMC 78-8. For many 
Year the provisions -of A-21 dealing with accounting for personal 


" services under’ Federal agreements have been a sourve of major dis- 
‘satisfaction by a large part of the academic community. 


_ panied by month 
y significant changes in workload. distribution of cach.’ |‘ 


- distribution recoré 
ter, or yearly basis-do not qualify as support for charges to federally ~ 


0 3 ee ey 


a 


times since their gdoption in 1958, has consistently been found to be 


nonexistent or inadequate-at about 70. percent of the major colldgos ct 
and universities we audited, 
‘During the periods of our audits, these requirements have been that. 


direct. cost charges for the personal service of professorial and profes- 
sional staff will be based gn institutional payroll systems ahh must - 
besupported byeither: 2 0S Te 7 
An adequate oe aaa and workload distribution system accan- 
iy reviews performed. by responsible oflicialy and re- 
ports. of any 
professor or professional staff member; or 
A moi i 
individual investigators, deans, departmental chairnien, or supervisors, 
having firsthand knowledge of the services performed on each project, 
to report. the distribution of effort, ; Ohae 
© Reported changes in effort must be incorporated during the account- 


ing period into the accounting wecords. Direct charges for nonprofoes- _ 


sionals must be eer time and attendance records and payroll 
s, Budget gstimates.on d monthly, quarterly, semes- 


Compl lance with the requitements, which have been changed several ° 


ithly after-the-fact certifigation system which will require the. - 


ns 


w 


sponsored projects and should tiet be used unless confirmed after the - 


fact. , yas ae 
Our audits have frequently found that these payroll distribution and, 


“support ‘sysiems had ome or more of the folowing major systems 


deficiencies : a 
Certification of effort or reviews of workload distributions were not 
‘documented. 4 me: Ss . 
Quarterly rather than monthly certification or review systems were 
maintained. : ° 
Controls were not siflicient to assure that all certifications or reviews 


were performed, + 


Certifications or review results were pro forma confirmations or. 


_preestablished budget. allocations. a ar 
Certifieation or review results were inconsistent with actual efforts 
or required accounting changes which were not made. 


Tn many cases, we also found that salary charges were later trans- 


ferred to other aécounts without adequate supporting documentation 
to show that the original charges were in error. We questioned many 
inadequately supported cost transfers because they: pa 


Eliminated cost overruns in the Federal projeets to which they were | 


otiginally charged. . 

_ Occurred after significant time lapses. a 
Gontradicted prior certification that the original charges were 

correct, ee eee . aa 2 
The professorial and professional staff of an éducational institution 


4 


performs both direct and indirect finetional activities. These danciude: 


- Externally funded effort on,sponsored projects, - 
Nonfunded effort on sponsored projects, that is, cost sharing. . 


oS Teaching: duties: - 


Patient care. 
Administration of academic departments. 


Pa 


e 


_~» Provision of student services such as counseling. 


OMB A-21 includes several different requirements. for supporting 


| ‘Tecent revision, Monthly certifications of actual effort expended or 


= 


these diverse systems to assure 
of costs to Federal projects. 


monthly reviews of workload distribution are required to support di-; 


rect charges to Federal projeets. For indirect charges, annual surveys 
can be made to determine the amounts allowable. Informal records are 


permitted to support cost sharing. - a ae 5 
As 4 result of this fragmented recordkeeping appréich, it is not un- 


common to tind, at one institution, numerous sets of different un- 


coordinated systems or records purpprting ‘to identify faculty and 


staff involvement in the various types of activity. These records in-_ 

clude the payroll certifications of direct charges to sponsored projects :.._ 
the annual survey forms which support the school’s indirect cost pro- 
_posals; another set of forms supporting, its hospitals cost proposal; 


individual. certifications of cost-shared effort located in project. files 


Scattered throughout the institution; billings to medicare and. medi- 


caid. for physicians’ services; faculty assignments to teach various 
courses; and reports prepared for State legislatures to document the 
umount of effort devoted to teaching duties, Federal.guidelines d} not 
requirc—and institutional systems poldom provide for—reconciling 
istency und prevent overallocations 
Major systems deficienciés adversely affect, both, one, the anditor’s 
ability to verify costs claimed under cost-reimbursable erants and 
contracts and,two, the awarding agencies’ ability to use the audit. re- 
ports in settling the contracts and prants. When major systems defi- 
ciencies exist to an extent that the records are unauditable, the TTIEW 
Audit Agency has no choice but.to set aside or disclaim an opinion on‘ 
all of the costs. In fiscal year 1978, such “set-asides” amounted to $86.5 
million. This does not mean that all these costs were improper; it 
simply means they could not be verified because the systems were de- 
ficient in relation to existing regulations. 5: 
However, we try to arrive at amounts to be recovered by the Gov- 
ernment based on such test checks of. records and transactions as are 
possible\For example, audits have frequently disclosed that transfers 


of cost between projects were improper or inadequately documented. | 


In many instances, there were no explanations or supporting docu- 
mentation that justified the accounting entries which adjusted costs 
between projects. In others, information in the files revealed thaf the 
transfers were made to avoid cost overruns, Other examples ravealed 


‘that transfers were made very late—sonictimes as much as 18 months 


to 2 years after the transaction was originally recorded. In fiscal year 


“1078 we recommended that $3.5 million of such ifems be.recovered. 


Our iindings and recommendations are ineluded in individual re- 
ports on each educational nistitution audited. The audit reports 
typically recommend that: | 

The institution implement or revise its systeni or certification or re- 
view procedures to bring thenr into. compliance with Federal 
requirements, - a , 


The institution refund any unallowable expenditures which we were 


able to identify. 
i 


charges for the various types of faculty effort. Hore I refer to the A-21 | 
Circular which existed during the period of our audit and not the most 


oo 


} re | ge 
The cognizant operating agency adjudicate the - 
-charyes on which we were not able to oxpresé anopinion. . 2” - 
- + Mr. Chairman, let-me recite an example of an audit finding relating 
. to the salary and wage cost problefi that appeared in an. audit report | 
on # migjor university. 2. a he a eee ees 
The university distributed personal services costs to its various 
_ avtivities, including Federal: granty and. contracts, on the basis of. 
budget éstimates and fund availability. Athough the university main~ - 
tained biweekly payroll certifications attesting that all personal serv-. 
ices costs were charged to the’ proper activities, we found that these — 
statements often had little or no validity. 7 ee ae 
We found that the certifications merely. ratified the budget estimates 
and, in hiany instances, did not reflect the employee's actual effort. The 
- . \Wpiversity’s quarterly activity reports clearly showed many significant 
_ Variances between the personal services costs charged to various activi- | 
ties nnd the effort actually devoted to those activities... mc , 

-We analyzed. the activity reports of 1,087. uniyersity employeesy - 

whose personal services costs were charged in part or in whole to Fed- — 
eral grants and contmi¢ts. Our analysis Bice that the effort reported 

as devoted-to the projects by 351, or 32 percent, of the 1,087 employees. 

Way not sufficient to justify the university’s charges. Moreover, 202 of 
‘the 351 employees were reported as having devoted no effort whatso-:) 

ever to the projects, : ‘ 7 a i: 

In total, we identified approximately $1. million of unallowable 
costs charged to Federal grants and contracts for the salaries, wages, 
fringe benefits, and related indirect costs of thase employees. These —.- 
unallowable charges occurred because the university had not -estab- 
lished adequate controls to insure that its distribution of employees’ 

. personal services costs was correlated to the ‘distribution of the em- 


gllowability of 


J 


- ployees’ actual effort. ; 4 
~The university,however, did not accept our analysis of unallow- — 
able charges and provided additional information based on records | 
which, in our opinion, do not comply with A-21. Although our audit —- 
report was issued in 1977, it has not yet been finally resolved. 

n summary, it is virtually impossible to resolve salary and related 
charges when large universities do not maintain or properly super- 
vise the after-the-fact time and-efforts reports required by Govern- 
ment-wide standards, These reports are designed to show what por- 
tion of researchers’ time was actually spent on federally supported 
projécts and without. reliable documantation we cannot attest to the’ 
vost of effort actually devoted to research, particularly where indi- 
viduals are working on many projects only some of which are sup-- 
posed to be federally supported, We recognize this situation results 
in an “aecountability ap” and will continue to try to develop, as 

» GAO sugeosts, “extended” audit procedures to compensate for the . 
problem. But the real solution lies in the maintenance by the univer- 


ppropriate Federal requirements. — sg , 
Ax I mentioned earlier, the issues relating to time and_pffort report- 
ing systems are longstanding and tough problems, Tn’fie‘carly part 
of 1966, the Audit Agency reported to the Secretary. that28 of the 68 

audit reports on research grants issued from November 1, 1965, to — 


yo Aer of records that can be clearly shown as being in accord -with 


*% 
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"January 31,1966. disclosed that the iistitutions failed. to. maititain Ge 4 
tho time or efforts reports required at that time to support salary and 
aes wage charges to Federal grants and contracts aa 
vs Soon thereafter, a Federal task foree studied'this question arid is- 
sued a réport-in February 1968, Several reconmendations of the task 
fores were adopted by the Federal Government, in its Juno 1, 1988, re- | 
vision to Circular A-QL. The revisions established the salary and wage "": 
requirement which gave some nlief from the prior requirements which 
were widely opposed by the academic community. It was believed |. 
that, since the new proposals included many of the suggestions made | 
by the avademic community, adequate compliange would follow. — ... 
During the succeeding years, the Audit: Agency and other affected” , 
parts of the Department recognized that the situation had not im- 


proved. In July 1975 the Department’s Division of Financial Man- 


. ‘agement Standards and Procedures made a series of ‘recommenda. _ “ = 
' tions to OMB for reforming the requirements: The proposal was pre- |, 


"sented to the academig.comnuimity fot comments, After consideration 

ere Of the cominents, a revised proposal was submitted to OMB in Janu- +) 

5 w ary 1977, OMB. reyised the circular on. March 6, 1979, taking into 
consideration the Departinent’s recommendations. et ted 
Secretary Califano in a February 14, 1978 memo, indicated his 
concern about this matter..I quote: ae Ca, = 

"~The: contituing and’ widespread existence of these accounting deficiensles 

‘Taises queations about the ability of institutious and the Federal Government 
to manage and arcount for graut and contract funds in a responsible manner, 

The Secretary's directive contained a'wide range of reforms which 
highlighted the need: for greater involvement and direction from the’ 
Department in resolving the audit findings and in working with the 
institutions to correct their deficiencies in-a positive, timely.fashion. 

1 will brisfly outline these measures. Mr. Kirschenmann will diseuss 
-. them more fully. ee 

One: The THEW Offiee of Grants and Proeursinents shall assume :” 

/ tesponsibility for vesolving audit findings concerning grantee or con- 
‘\tractor systems. and recordkeeping. deficiencies, the effect of which . - 
ruts across agency lines, This responsibility formerly. vested with the 
waning agencies. -: re ‘ 
Two: The HEW Audit Agency. shall establish an “early review”. 
‘vice that will offer advance consultation to colleges'and universitios | 
on their proposed changes in accounting systems where such, changes 

are hecessary to meet revised Federal standards, y me 

Three: There shall be established a board: consisting of the heads 
Of agencies, the Tnspector General, the Assistant ‘Secretary for Man- 

Agement and Budget, and the General Counsel, to review and decide . 
, on actions to be taken on recommendations regarding sanctions or °° 
other appropriate sictions against an institution which fails te cor- |: 

— serious systems or recordkeeping deficiencies in a timely manner; 

- RIE - 

Four: The Office of General Counsel shall take the lead indevelop- 
ing’s departmental regulation providing for the disqualification/de- 
batmenf of individuals and organizations as cligible applicants for 
grant-and other assistance awards where necessary to protect the 
inferest. of the Department from. willfal and material violation of 
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yealliaite and polici ies, svinaial ‘acts, or other esa: which seri- 


ously reflect on the ae dud or organtaation’s. ite oY % OF. ability 
to act responsibly. 


Those reforms are important and, in my judgment ax a profensional | 


. > auditor, long: overdue, But anim upartant rerequisite for a successful 


_optoome is a better, “utesting of the minds between the Government 
Cand the universities on fundamental rules of accountability. T sincerely 
hope these. hearings will contribute toward that objective. 


Mr. Fountain. Thank you very much, Mr. Stepnick, for a very help- 2 


ful statement. 
We will question you with regard to your statement, when our hear- 


ings resume tomorrow. T have only one question which comes to mind 


at this. time, T will ask itina different form tomorrow. 
Tf T receive, ag an ‘institution, $4, $5, or $6 million from. tie Federal 


_. Government, or. whatever the sum might, be, the testimony we have. 


neveived thus far would indicate, assuming that Tani the institution, 
that in such case, or-in any other case, the hierarchy of an institution 
would have no way of knowing whether or riot, thesa $4, $5, or $6 mil- 
lion were. wisely, ggoncstly, efficiently,“and economically spent, or 


Mr. Srernick. If-I were a member of the hicrarchy I would not re- 
genrd, based on our audit experience. the financial management sys- 
tems we generally see as effective.in accomplishing the purpose ao 
indicate: 

Mr. Foontan. Fhank you very fhuch, 


The subcommittee will stand adjourned until tomorrow at 9:30 in 


this same room. 
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| Whether they wer®S§pent for the purpose they were intended. Is that. “ 
 corivet ?.T woifld want to know, I think, how.tho nioney was spent after 

. T got it or after the grant sash ioe turned it over to me. as ” institu- 
.tion. 


fWhereupon, at 12:45 p.m., the subcommittee ci to recon: 


yene at 9: 30 a.m. Wi ednesday, an 18, 1979.) 
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-ANOUNTARILITY. ‘OF, EDU CATIONAL “institutions 
YR FEDERAL FUNDS AND THE: EFFECTIVENESS OF 
FEDERAL AUDITS. - ee a 


WEDMEADAY, JULY 18, 1070. a ae 


House oy Representatives, 
INTERGOVERNMENTAL RELaTIONS 
‘ana Human Resources SUBCOMMITTEE 
oF THE Comrttex on GOVERNMENT OPERATIONS, - 
, Washangton, D. C. 


we 


The subcommittee’ met, Hiirsaant to notion; at. 9:45 a.m., in room 


2203, Rayburn House Office Building, Hon. L. 
of the subcommittee) presiding. 


Fountain ( chairman 


Present : Represetftatives L, tr. Fountain. John W. Wydler, Clarence 


J. Brown, and Oly ae Snowe. — 
Also present: D Iphis ©. Goldberg, D Uae ay staff member ; 
Gilbert S. Goldhainner: consultant; and Thomas Houston, minority 


professional staff. Coumittee on Government O erations. 


Mr. Focnrarn: The subeommittee will be in order. ' 


Theré are all sorts of meetings on Capitol Hill this morning, de- 


taining subcommittee members. However, in the interest of time we 
will get started. 


Yesterday, when I' recessed the hearings, we had heard the state- 


ment of Mr. Edward Step Assistant Inspector General for Audit-. | 


ing of the Department of Health, Educatiqn, and Welfare. Before we 


qieon Mr. Stepnick, it would be well to receive the testimony of Mr. 


fenry Kirschenmann, Director of the Office of Grant and Contract 


Financial Management. I understand Mr. Kirschenmann has responsi-. 
“bilities in the area of resolving audit: findings and improving uni- ° 


versity accounting systems. After Mr, Kirschenmann presents his Air. 
yared statement, we will question beth Mr. Stepnick “and 
inschenmann at the same time. 


Mr, Kirschenmann, we will be pleased to hear from you at this time, 


chi el G. KIRSCHENMANS, JR., DIRECTOR, OFFICE . 
OF G AND CONTRACT FINANCIAL MANAGEMENT, DEPART- 


MENT OF HEALTH, EDUCATION, AND WELFARE; ACCOMPANIED 
OFFICE OF THE SECRETARY. AND DIREC- 


TOR OF THE D 
se AE a ae : 


Mr, Kinsonen Many. Thank you. 


'. T have with me on my a ae Matthias. Packed, Director. of the Di-. 


. Vision of Grants Policy and. Regulations Development, He is Hers to 
speaen to questions you might have. . 


— (425). 
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"Mr. Fountain, Before you proceed further, let: the record show » 
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Mr. Chairman and members of the subeonimittee, like our colleagties 


from the Audit Agency. we also area the opportunity to appear 


here today. My testimony will deal with actions the Department has | 


40 


taken to resolve andit reports and our efforts to bring about improve- : 


ments in the accounting operations of universities. 


that a quorum is present for the purpose of taking testimony. 

Mr. Kirsctienmann, As Mr. Stepnick has stated, problems of ac- 
countability at universities center primarily in‘ five areas: salary and 
wage documentation ; improper and undocumented cost transfers; un- 
documented consultant charges; weak cash managenient systems; and 


sis Win oe control, and xccountability for equipment and supplies. 
As has also been noted, these problems have been with us for many’ 


Fie 


vk 
s 


years. The probloms exist partly because of ambiguous language pre- - 


Viously in the Federal cost principles, OMB. Cirenlar A-21; partly be- 
cause universities associate manggerial and accounting discipline with 
an erosion of academic freedom, which stems in large measure, in my 
opinion, from & misunderstanding by university faculty of the purpose 
of accounting records; partly fo the fact that universities do not. main- 
tain cost accounting systems: partly to the complexity of university 


operations; and partly.to the fact that universities are subject to dier-. . 


some of which are inconsistent or contradictory. ” ; 
We have been able to find no quick solution to these problems. We 
submitted a series of recommendations to substantially revise OMB’s 


ing accountability requirements of their different. funding so ‘9 


cost principles for colleges and universities, Circular A~21, to improve 


OMB used these recommendations as the primary 
"revision to the circular dated March 6, 1979, 
Mr. Fountary. May T interrupt you at this point? Do you know who 


_ charged in whole or in part to Federal awards, and for a certification 


the accounting for salaries and wages, indirect costs, equipment, and a 
number of other areas, Our recommendations were supported by. GAO, 
Beis of its latest 


Dire these circulars over at OMB? 


ig the individual. 


ats with ambiguous language. : 
Go right ahead with your statement. a 


aide 


i vised OME circular is a requirement for 100 pereent aceount- 
ing of the time or effort of university staff whose compensation is 


/ 


of that accounting by either the individual whose compensaton is 


charged or a responsible official. having firsthand knowledge of the 
work performed by that individual. : 


_. Another important addion is a requirement that use charges or de- 


preciation for equipment be supported by property records and that 
eer gah be taken at least every 2 years to establish that 
the assts exist, and are usable, used, and nicedead. a. 

A third general, but important, requirement is a statement that the 


-accounting practices of colleges and universities must support the 


.. for ‘adequate documentation to support costs charged to 
_- swards. + ‘ Oe . 


accumulation of costs as required by the principles and must pa 
4 


‘ederal. 


mr. KirscHens ann. Tt is under Mr. Cutter’s office, John Lordan 


IRSCHENMANN. One of the important recommendation adopted © 
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The revised cireular will become effective on October 1, 1979, and 


must be implymented by universities beginning with their first-fiscal 


year after that date; for most institutions this means duly 1, 1980, We 
ane currently. writing: our interpretation of the key features of the 


curreice or clarification and then publish them for the use of Federal 
and university personnel. Tt is our hope that the interpretations will 
result in the aniform and fair application of the cireular's provisions 
Tf the universities apply the arewag in good faith, the problems which 


have been so long with us could. be significantly alleviated. We are 


prepared to work with them. 
- Mr, Stepnick noted that responsibility for resolving audit findings 
conceriing. institutional recordkeeping and accounting -systems, the 


effect. of which cut across agency lines, has been transferred to the 


Office of Grant.and Contract Financial Management, my office. The 
centralization af this responsibility, which was formerly assigned 
to the individual awarding. agencies, should allow the Department 
and the universities to work with each other more effectively. We 
have alrpady worked out informal arrangements to coordinate our 


‘revision, It is our plan to submit these ee een toOMB for con- - 


activities with the other 'Federal departments which fund research . 


at universities so that. in reaching an agreement with HEW, « uni- 
versity effectively will have satisfied the Government as a whole. We 
have recommended that OMB. formalize this arrangement by revis- 


‘Ing its Cireular A-88 and OMB is in the process of doing. so. 


Since we began operations in October 1978, we have received 155 
audit: reports on 8&4 universities. We have closed 20 reports on 46 
universities and expect to settle with an additional 10 institutions 


within the next 60 days. Settlement means my office, the Audit: 


Agency, and the university have agreed on the actions that need to be 
taken to bring a cited system into compliance with Federal require- 
iments, and that the institution has either taken those actions or has 
established a schedule under which the actions will be taken. In both 
instances followups will be made to assure the agreement is adhered 
te ‘ ; 


procedures. How long do you wait before you follow up to see whether 
or not they have done so? 


% 
Mr. Fountars, May -T interrupt you at that point? You have en- - 
fered into an agreement and they have agreed: to establish proper 


~ Mr. Deanne: depends upon the nature of the procedure, | 


but no Jater than’ 6 mo 
inonths,. 

‘Mr. Fouwratn. Thank you. 

Mr. Kirscrienmann. We are also in the process of developing com- 
prehensive departmental policies and procedures on the resolution 
of audit findings. These policies and procedures should result in more 
consistent. responsible, and timely decisionmaking on gudit findings. 


nths. We will be following up no later than 6 


hy the Audit Agency until its settlement and closure. The Depart- 


“They will deal with the processing of an audit report from its issuance | 


ment has already. initiated a requirement that. audit resolution off- ~ 


cials obNuin General Counsel concurrence ‘if they disagree with the 


audit: findXngs because of a diffepant interpretation of a law, rule, or 
Nin addition to this requirement, the comprehensive policy 
will provide for high level review of major dollar audit exceptions . 


reguintion. 


ES ade 


and of andit exceptions which are overruled by an awarding agency 
“action official, | oe - te eth. Sh oweian e 
. In addition, the Departnient has established a goal within which - 
audit -reports are to be resolyed—-6 tnonths from the date of issu- 
~ ance to an HEW action agency: We have also pledged to reduce our 
unresolved backlog of monetary audit exceptions as of Decomber 31,. 
- 1978, fram $200 Millian to$100 million, Pita. an 
_ Both the Inspector General and the Assistant Secretary for.Man- 
agement and Budget have: personally met with the key officials in 
cach of the Department’s principal operating.components to estab: . 
lish a workplan for meeting that commitment Furthermore, the. 
Department has made significant improvements in the stewardship 
irackings of open audit reports, in performing oversight reviews of. 
' _- the principal operating components, and in. the collection of disal-. < 
lowances. These improvements were described in the statement. by 
the Inspector General and the Assistant Secretary for Management 


and Budget. before the Legislation and National Security Subcom- Se 


mittee of the House Committee on Government Operations on Wed- 
nesday, March 24.1979 0 8 a, 
. As part of our efforts, to strengthen grant and contract ante 
ment, the Department is considering a requirement: that interest be 
assessed against an institution for the use of Federal funds when 
they at found to have improperly charged costs to HEW awards, 
and the use of sanctions against. institutions’ which, after due notice, 
fail to conform to Federal accountability requirements. Tho Depart. © 
ment has already published as proposed rulemaking,-s regulation 
‘that would debar institutions andl individuals which commit serious 
wrongdoing from receiving HEW grants. This regulation is ‘com- 
parable to a regulation which already exists for contracts. Public - 
comnients received on the proposed rule are now being analyzed. 
In connection with Secretary Califano’s May 18, 1977, initiatives to 
lmprove grant and contract management, we have put significant effort 
' into the training of HEW grants managers and cost specialists. Over 
"the past 2 years, # training program in grants administration was 
attended by approximately -800 grants management personnel from 
_. within the Department; This course etphasized the policies contained 
_ in OMB’s grants administration circularscas wel] as the cost prin- 
ciples, Plans are underway for additional training in grants admin- 
istration. Training sessions have also been conducted for cost _ 
negotiators on indirect casts, ADP costs, and the revised Cireular A-21. 
Finally. ny office is planning a computerized’ information system 
which will: accumulate’ on indirect costs and grantee accounting 
systems to aid in the eval\ation of indirect cost proposals, the dis- 
semination of indirect cost |rate information, and-the evaluation of 
granteo accounting capabilities. a 
All of these steps will contribute tb the better administration of | 
ec ITEW research funds:and a greater assurance that those research 
_.- funds are properly accounted for. But in the last analysis, it is the 
-  Wesearch universities. themselyes who must ultimately accept respon- 
“sibility for the: effective use of researcli money and accountable re-. 
porting of expenditures for: federally supported: research projects. 
~..Given the nature of basic research and the traditional management 
Style of liversities—their decentralized governance, the absence of 


Rf’ | | 
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reginented work, the absenee of business and accounting practices 
‘applied routinely in other types-of organizatiogs—maximum reliance . 
‘must necessarily be placed on the integrity of the institutions.them- _. | 
‘sélves and the personal integrity of their faculty and staff. Credibility’ 
‘is of paramount importance. Oe ae . 


a e 


_ Some. university spokesmen have. been decrying the erosion of 
~ eredibility between the Government and their institutions, Pshare the 
' view that there has been an erosion, and much of the problem can be 
Inid at the door of university accounting and recordkeeping practices . 
that simply do not adequately document how and for what purpose 
__ public funds are spent. aan : 


Universities which are supported by public moneys und, indeed, 


‘the aecounting ‘profession itself, havea profound responsibility to |. 
ussure that their financial statements and reports reflect the results of 


their operations accurately, fairly, and clearly. This isthe responsi- “ 


a 
. 
- 
.¢ 
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- ments for 


‘recordkeeping. «|. 


_ bility the universities and the accounting profession must meet, if they . 
- sre to retain the public confidence that they have earned over many 


years of service. . 


contributed to the difficulty of maintaining sound accounting and 


Mr. Fountatn. I think that is one of the most important paragraphs 


ment; grants-in-aid; requirements for health, safety, and equal em- 


* 


accountability.” ie 
In the supplemental appropriations: bill'we had $300-plus million 


ployment opportunity compliance; and increasing -pressures for — 


for the Equal Employment Opportunity Commission. How they spend _ 


all that money, I don’t know. |» 


~ On tHe other hand, one must also recognize that part of this problem - 
sults from tho proliferation of Government programs of al] kinds— 
Federal ape or research and development; grants-in-aid; require-. .. 
: calth, safety, and equal employment opportunity compli- ~ 
. ances-and jnereasing pressures for accountability, Taken together, |. - 
_ these have created conflicting administrative procedures that have | 


a 


You say “this problem results from the proliferation of Govern- - 


ment programs of all kinds.” Some of these things are part of the 


problem. Y wanted'to omphasizo.that for the record. 


Mr. Krescnenmwann. The subcommittee also asked for the Depart- . 
mént’s views on OMB Circenlar A-110 which establishes uniform 


- administrative requirements for grants awarded fo educational insti- 

- tutions, haspitals, and other nonprofit organizations. I think it is fair. 
to say. that HEW’s view of OMB Circular A-110 is, on the whole,a | 

favorable one. - is 4, ine A eka. - 

_ Before the cirenlar was published, in mid-1976, a state of near.” 

-amarchy existed among Federal agencies in. their administrative’ te- 


1, 


quirements for grants to nongovernmental organizations Such as upi- 


_versities, hospitals, foundations,.et cetera. In the absence of a core ~ 
* of uniform policies, each Federal:agency had a nearly free hand in 
’ adopting whatever requirements it considered necessary or appropri- - 
ate for its own programs. Human nature being what it is, the result 


was a bewildering array of inconsistent requirements. 


x Py . 


han 


‘in your statement, It.emphasizes “the proliferation of Government * 
. prograins of all kinds—Federal support for researth and develop- 


In most of the 15 major topics covered by Circular A-110, there | 
'_ were some agencies that overregulated and some that underregulated. 


w. 
co € 


And even -where.two different Fedoral-agencies repulated. at about’ 
same love], there. were almost always unnecessary differences. _ 
Somo of those inconsistencies were fully -justifiable. Many of them 
came about merely because of personality differences among the policy: . 7 
makers of the various Federal agencies. Policymakers, like the rest of © 
_ humanity, do not gll sec the world in the same way. fe 
7 The harmful cst of that kind of situation are obvious. On the 


_, one hand, unnecessarily burdensome Federal reqhirements waste time 
- ,and money both for grantees and grantots, Qn thh her hand, unduly 
permissive requirements invite abtises. And ingggsistencies among 
Federal agencies create confusion and mistakes, and complicate the 
job of the grantee’s manageniént officials. as 2 oe 
\, HEW. therefore welcomed OMB’s decision to develop the circular, 
. OWN. though it meant a substantial loss of our own ‘autonomy in set- 
~ tiny policy on important aspects of grant adniinistration. As it turned 
- out,Xhe policies in the cireular are, for the most’ part< net radically 
differant from those that previously prevailed in IEW. We like to 
think this was because our policies were already about right. . 
For HEW, probably the ‘most controversial change brought -about 
by the cirdgalar is in the area of financial reporting. Many of out proj- 7: 
.. eet grant programe were accustomed to getting financial reports from’ \ 
“grantees thatincluded breakdowns of costs by object. of expenditure \ 
.. categovies—such as salaries, supplies, equipment, travel, et-éetera. 
Under’ Circular \A-110, Federal agencies are no longer allowed to le 
require such breakdowns, except on a case-by-case basis’ fram those 
» grantees that are refekyed to as “high-risk” organizations. 
.. Opinion in HEW is‘divided on this point. Many HEW people dou't 
Seo how they can fulfil their manageyent resporsibilities without 
traditional object of expenditure reports.’ Ae ks 7 
_Many others, however, agree with OMB’s ‘view that-object. of ex-. 
pendit tre reporting generalhy does not contribute significantly to ac- 
vountability. Phew believe that eliminating it will in the long run have .. 
the desirable effect of forcing Federal monitoring to focus:more on 
“. programmatic. results and overall) cost effectiveness, while getting uway 
from the old “green eveshade® preoccupation with input details. 
on After an initial period of registance, the official view of the Depart- | 
nent has swung. arqund ‘to, accepting OMB's policy decision on this 
_ Issue, and T belHeve we are now substantially in compliance. 
"To be-honest, there are also other parts of the circular that have 
turned out to be controversial in HEW. That could have been pre- 
dicted. No document. as comprohensive as Circular A-110 could pos- 
_sibly ploase everybody 100 perant. But. the things one mightthink are ------ | 
wrong about. the circular pale to insignificanee when compared to 
Aes right about it. Taken as a whole, Circular A-110 deserves high 
muaitks, - — a 
* Mr. Chairman, this concludes our prepared statement. We will now 
be plegsed to answer the subcommittee’s questions, oe ate 
Mr. Foentarx. Thank you very much for a very helpful statement. 
Mr, Kirschenmann, from vour description of the responsibilities 
“your division assumed in October 1978, it appears that you are destined 
_ to play a very important. role in, the repair of thé erosion of ciedibility 
«between the educational institutiens and the Government, which you 
speak of at pages & and 9 of your prepared statement. I am sure it is 
much too early to say whether your ptogram will succeed, We hope it 
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"4 time to time. | 
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will we would ippreviate 3 your providing the stones zi a 
* 


copies of RNY PHORTESS reports that your division may prepare from. 3 


, 
iB 


Oi another mation, at’ page 11 of your statement you 1 distnss ¢ 
Circular A-110. You state > ate : 
For HEW. probably the most contragerstal! change brought about by he ire ae 
cular is fu. the area'of duaucial reporting. AER. of ‘our project, grant Jrogramsx | : 
wer wecustomed to xetting Gaanelal reports f Rrantees that included break-. |. | 
dows ‘of \comts by object of expenditure categories—such ax nila ries, -wuapHlier. , oS 
Jeuuipinend, travel, et cetera. Under Circular A-110, Federal agence ew aire no longer. | 

‘allowed te require such breakdowns. * * ; 4 _ 
Mv. Kirschenmaun, if addition to no long sean the cate- 5 
yor ical breakdown of expenditures in thes#ports of ox fending? 
ROE's; is ita fact that the revised Cireglar A-110 also changes the’ - 
faaiueue of furnishing of ROE’s by universities from ever y 3 months hy 


— toonecer vearf . | \ 


Mr. Kinscuen ANN. Ect. me refer to Mi. Lasker, oa ade \ : % - , ‘4 


Mr. Lasker. That is tru¢ in part, Mr. ‘Chairman, Soveral years 2d 
we had done a.siirvey in HEW and found among the many research, | 
activities that we supported through grants with universities there was} i+ \ 
“a wide var iation i in the type of fiscal and finaucial reporting that was.’ . 
required m univ ie We established a standard report of expendi-", “\.- 
tures, busing it for tie mast part oft that,which was being used by ¢he - = \ 
National! Insti tutes of, Health, which igi we agency’ ‘most henvily i in- 
volved in ryse reh. activity. ae 

At. that time. in, uddition to establishing the afandund form for as 
financial réporting. we also established a standard reporting frequency » me 
which turned out to be-annually. Lf the amount of expan iditures e ae 
cocded a certain figure—and T do ‘not +ecall at this Stage what the 
figure was—thep it could be on a quarterly basis What{OMB has doné) 


in effeet' is tied, into a frequency that we had alread}. established at | ou 


WLEW ~annually. te 
Mig Wrote Mr. * Chaifinsin,. I wonder if you would yield for a ie 

moment? ea 
Mr. Fountain, Yes. ~ . : oe 
Mr. Wypiirk, On that general tapic, we hav. e been, ide aware of the \ 

fact that°the President has - ba oe “all the Cabinet officers and ther 

people at the fop levels of Govetnuent to hand in thejr resignatfohs in| 

some forni of reor amg tas This isyiot spreading down through the 

departments thensel¥es. is it, as a fornbot cleaning ap the operation # te ye 


Isthere anything such as this happening within the Departinent itself? 


Mr. Kyurscomnmann. I mt not heard of, anything BS of 9), 330 this 
morning. hope not. -. aa: 

Mr. Fountain: We have rer 10:25 to’ answer a rolleall. It is a 
motion on H.R: 4478 fer the considerafi¢n of forvign assistance appro- . 
priations for fe 1980. I think it best-that we recess now: to answer 
that. rolleall. Phe subcommittee will stand i in. recess ‘for a few inimutes. 

[Recess taken] ; 

My Founraty . The suboommittee Will be it érdet: ~~ 

I an plaging i in the Eecord documents froii ithe tiles of HEW ic 
explain more fully the pature of the controversy within HEW and A 
A const itueut agencies, which you discussed preety at ae ii and 


12 of your pyppared statement. i. 


[The inuterial refehred to followiss} : oe i o 3S yo 


: : 7 é 7 : ‘ 
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DAPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
FUSUIC REALTW azuvice . 
a Ponmned, paraatezba amokaee , 


os parm heavenper 16, 1977 


a 


iim Ortice a "Manaljocge bidcet, in the laterest of simplifying ; . 
Federal grant phos, are Lame ting bel prc that goal through: ee 

wo ‘teuyance of admintétrative. requirementsy for ap italy. in policy 

: a ‘i. anipraporting. or. the eating Federal grant activi Initially, OMS F 

ol. Segbed. Soy aa A-wOd. whith cavers state and’ loca “governnent grantees. . 


ergs ae highs Circular A-1N, essentially adopting those. 
van Pied icachonal jastitutions, hospitals, and other non~ 
Wrerit iets fot be Bator. cifentale. Seth OMS Circulars pre- 
be @iorant, expenait ‘report, ae object class 


rpieg (PdNanaal, Kquipmens, Scpplies.\ Travel, Patient Care Costs, 
ss ‘aed Caen Renee itunes Yatormation \tq total costs only. ¢ 


ey ae 
a  Rithough’ Ns As. ‘agreed’ one" s general ‘pbdectives are Jaudable, echelons Bg 
ar ae ‘of management at NIN, PHS, and DHEW nave consistently objected to: the 
ny yee S, “gd “one Fines: shoendtturat report for gisgres oor, gragt programs for, 


’ : rf) : ° wae 7g ana 
a aT ee so mye 1 the categorical “Napert’ fs yas ee mangement: ‘a5 $8 the | ee 
ul “yt eyo RB ercsecerp tht of conet ation tations, ha andlyzing the ae ‘3 
\ eat Upets. Tor administrative \ncreases : 

ae fringe gnagsig! Ntrarsinstitutidmwvice salary, increases), 

ite Keing to. requests. “from. pubic. private sectors for : aig 

at. Gata and, i, si Statistiae pe stuetas) to enmnce ; 1 8 
we fonterna) management. A —_— Rie os Qe 
Rt PAS, ek Rati stration Manat” ‘chapters and recent Sy 

: fatives’ from. Sqoratary Cali fano jrandate the, - oo eee 
ah lance af ‘the hinaactah asperts, Of grants: % 7 
” - Teports." “The expendi tire, report. must: a 
a ue " have wore | tiom than, total one i Serie sich 
Haw -_ a ca abe carried Oute: yy. 7 


oe 
A Four, eisent iat ‘elovinks ik ‘the hth’: aan grant cas! 
ae *. a the ig ie Se RET 2S award one 


i \ 


wy 
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post-award monitoring, and the repombyef.what fs actually | 
expended. The four processes represent 2. continvus based on. 

Laps ov sudget information. It does not seam reasonable. |. 

to eliminate the final phase of accounting. se . 


“4. Grantee: institutions are obliged. te manage grants, fn part by HF 


- budget object lags in ordar.to satisfy various prior approval 
requiresetts and Gintain Jocal cost cortrols. The catagorical 7 
breakdown now required by the HEW is iategrated into inétitu- 
‘tional financial management systems and witl continue to be 
maintained in most cases even if they are allowed to report . 
total expenditures only. Under these circumstances, catagorical ie 
reporting is not birdansome to grantees. . ; ‘ 


‘] feel it is important that we discuss. the implications of this move 


toward limited reporting prior to our final acquiescence. ’ 
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- ais ; APR 3.9 HR oe 4 ‘ \ ie “evial ya 
Honorable Joseph A. Califano, Jr, io a ~ na 


ep 


Secretary of Health, Fducation, and Welfare 
Washingtos, D.C. 20201. . - . 


| Dear He. Secretary: . -  ' ey = 


_ Othex nonprofit organixations. 


“This ds.is reply to your letter of March 6, 1978, requesting‘ 
an @xce 


ion to Circular No. A-110 to parmit oabjact class 
expenditure reports on grants to universities, hospitals, and - 


wo 


You quastian the appropriateness of the Financial Status: 
Report (SF 269) for discretionary project grants. As you" 
ate, this ia the same form Gaveloped for usa by State 
loca}, goveniments under Circular No. A-102. ‘The inter 
foros that developed Circular No. A~110 examined 
applicability of the forn to nongovernwent grantees, and 
ludad that it was appropriate for their use. The task 
C@ was Composed of representatives of all the major grant- 


mabing ‘agencies, including two ‘from the Departmant of Health, 


ition, and Welfare. 7 Ban 
Aftax extensive consultation with Federal agencies, the draft 


' Circular was published in the Federal Register for comment. 
- NKW in-its response did not mention the ibtanse- of object 


' Glass reporting asa problem. Since the Circular. was published: 


in July 1976, we have had a cemarkable dagrae of accaptance of 
ite financial re ng xequirenents. To date, we have had | 


i ot two requests for exceptions to permit variations in finan-~ | 
. ea - at . - 


xeporting. Neither request was granted. . 


We are not at all sure it is necessary to get object class ~ 
xeports in arder to adequately monitor grant performance. me 
Circular No. A~110 calls for financial reports by function, — 
activity, or program, rathex. than y Object clasz. The pur- 
Pose of this is to encouraje inte ‘ation of financial informa- — 


. tion with program information, to produce quantitative measures 


Of accomplishment expressed in cost per unit where possibile. 


‘We would be concerned that a Feturn to object class reporting 
/ Would encourage too narrow a focus On the cost. of individual 


. «& 


 Bam00005§ 
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Anputs, rather than relating costs to the value of services... . 


135 


Equally eapeecank from a Ecverimaltuiae scastinatae is the 


need to examine the impact of object class. reporting on. 


Qxant vecipients. Several years ago an interagency study 
‘team made an exhaustive two~yoar review of the financial 


management of grant programs. ‘The review showed that Federal 
agencies required grantees to report at Isast 103 different 


‘objact classes. Tha team concluded that. most of this datailed ~ 


itemization was B oenetesy and that the benefits derived 
from analysia of eve.. a ae, few abject classes was not 
Commensurate with the cost, . 


We recognize that standard. fisenciat:. urea may not be 
adequate in all circumstances. this xeason, Circular 
No... A~110 rete for addit 1 reporting in certain : 
circumstances. Yor example, it pexmits additional require~ 


Manta’ for grantees with a histoty of poor performance, those * 


not financially stable, or those that:do not have a manage- 
went system that meats the standards of the Circular. “This 


' provision was carefully designed to satisfy KEW concerns for 


Lichter monitoring. In addition, the Circular's financial 
verdana Hedy age requirements permit agencies to require additional 
inforeat ta further monitor grants, when a recipient's 


accounting system does Rot moet the cami standards for : 


financial management. 
X would suggest. that our staffs get together sox a more 


| datailed discussion of this matter, in order to get a better 


understanding of the various points of view. In the mean- 


. time, however, we would saarecacctnas to, aa any nen Ae 
Circular Wo. A-210. 


A 


sioceraiy; 


: - Hee. eM tem y Cm: f a 
. - James ‘T.: meIntyre, gx. 
; Director 


. #F. 


MEMOR ANDUX _* DEVAKTMENT oF KEALTH, 2DLCATION, AND WELEARE 


TO 


and A-L10. This memorandus Sumpbarices the results of that efforc, 


136 | 


ft 


FUMLIC TALI Skawicg 
MATHIAS WRtIEKTS Of me aLie 


' - . ee ; bs . A$ : 
Sesistane Saccerary for Manag s@ent : j DAU ote. 


‘amd Budges, OhEW 
Through: Sirector, Rib 7 


« 
Askoglate Director far Extvamural Research ; : 
and Training, NIM 4 

Categurical Enpenditures Reports 


During ourpeeting of May 26 on thin’ Budfmct, vou suggested thas NIN” 


Solicit cossants from a represanracive group ef Krantee frechucions 


Soncarning Che concinusd wae of a cateyorical ‘enpandicures repoye orcas 
fin lieu af the "cocals suvly" formec prescribed by OM Cisculare A-)02 


x frac : ‘’ 
Om July 30,1978, a Texter (see copy attached) was sent ko nige addressees. 
This Saaple size wos chosen to allow Prompe fellow Chrougn om your sug- 
ResClon. Recognising char OMB legulalions Kequice clearance for surveys 


(OF Quest ionna.tas intended fer ten er nove non-redaral respondents, we : 
‘concluded that the pecencial advantages of a Jarger amapie would be offwet 


Dy the wfgaificane delay which alouse inevicably accompagies the lors 
tleaconce oiecens. : 4 


Tn eeleccing che nine, xe focused on individuals who are widely raspeccad— 


for chefs fudsosat and cechaical evpecstiog tegarcing che dysindss nanage- 
amar af toasenzc tnat.turcsons, Ne alse took into account: geegkapnical 
Considerations as wall ag type of inatitucioa and size of grant program. 
In the interestpor obtaioing the brosdus; possible coverage. iwo of the 


Mine letters were sent ta orysnizarions Fepiestucting multipiea institucioss-- 


nauely, the Croup on ausinesw Arfairs of the Association of American . 
Medical Colleges (AAMC) and che Association of American Voivergacies (AAU), 


‘To date, the nine teiers have generated fifteen incividual responses; 


the larger response d@ the reeule of the original nine letters being shared 
with sume of roe scdrassees’ colleaguas.- Fourteen of the fitteen responses 
aie Cavotabie Ca the NEM position. This incigues a Supportive statement 
from the ANIC, ebica reCiecys @ consensus based on an enpandad sarple, 
Secived fron sorbed tinetiznutions of the Steering Conntites af tts Group on. 


ae 


JSusiness Affaire. Un supporting the NaH postelon, revare)] respondence 


Atated-thas ena Categorical formar poses ne sigaificans burden and chat 4t 
ie wo useful managerene cool to thea in scainisiecing sponscred prograas. 


5 ‘ 
, Ke also received # statemcat From che AWW which indicates a willingness 
‘ro wouk for and suppert aniform reporting thar waudd dietude catesorical. 


infornat fon. The AMY rossonse srecifically suggests that we "c¢ sider 
ashing O83 tq revise Circular A-110 to prescribe anether Financial - 
feporting form which you [NIN] believe will better suit you tameeds .-" 


é és 
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Moreover, repress “Tatives -af che Crnvaitia@ oa Gauviectneat Relacichs (COGR} 
of the Necionslh cssectation of College and University Susiness Off icerg, 
in a veering af its otflecas an Jely 18th ataced thac, while CCGA is 
gcneraliy opposed ia deviations fred wi Circulars A~-107 and A-310, it 
could sugrore che ALL position of consider ing a change coe GiB Circular’ 
A-V1O 20 allow Jar e@ unifeore Covernnent wida socmgoriesk Shpepenaees 
Feport Tersat. 


“te in incerestt: 1. to mere that three seperate letters ‘fro educational 


fnetiteticna celés co the efivets of the decishon by the Nat fonal Scieuce 


LFowndarien, sere than @ gear ago, ta implement a highly sicpli:ced nene 


eebegonicad ev peocituras sepert. 3ased on their es pecience ta dane, St 
1s apparerct chat en leant gone grantees view the new noa-categorical 


fornac avusted Se NSF ae bedng sore burdenscea than the categorical 


report Fora piavevogly in eifect. As one cespendent veporved, the 
changed Js: age has resulted in “a consideraole increase in suosequent 
expendi tere of tae, etfote and aoney on written and telephoned cCouuuni~- 
cat ‘bone.” F 
The one iesnovee we received that opposed our view came Crom Cha Director. 
of Crant . 1d Contract Seevices st the Univeraicy of Washington. Ra had 
polled colleagues at Stanford Universicy, Yale University, University of 
Fearsylvania, Ur.cmraity of Nighi,an, and University of Wisconsin, Ais 
respeose cicicave. chet Stanford University and Universtey of Nigeotsin 
find our penton acceptable shercas Yale University, University of 
Peanewive ia, Coisersity of tichigaa ang his owa inmtitacion epycse aay 
eNeCeR ES cysa ihe OMB Clirzulera, Og che basis or the TeSCISRS TECHIVad, 
we helieva that the majority of the business sanagesent of fictiais in our 
Brantwe issticutican recogrisas the ipo; tance .of @ categorical expenditures 
Teport forsat; censequentiy, Ge recowend that you reopen this itaua with 
AMB with an eye tcserd eftther odtaraing | a deviation for DVnW ciscretiounary 
stant prograae wc exploging the possibtjity of developing a Fedetal-wice 
wnifoor calegors cah exnenditursa repore, as haw heen suggested by organi- 
aations Bech as AAMC. AAU, and COGK. It, an part of these deliberations, | 
you ana tne GIN Ja oresautetives determing that an exganded survey is 


“peeded. ve would De happy Fo parcticspate in such an effort. 
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William F. Rayb, Ph.D. 
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Mr. Shoe ; bo oe 
Mr. Lasker 


Me. Rounel 


Sertesneee 


> a = 
‘ORPARTMENT OF HEALTH, EOUCATION AND WELFARE : a ; 
: 7) PANELS WEALTO SERVICE , = ofa © 
MATIONAL INEFITUTER OF HEALIT OM | : a 


ME INEEOA, MARYLAND: Sane 
--Jely 10, 1978. | ao 


“« 


‘ 


I aw writing te you concarning a satter of mutual interest with 


respect to the aaginiatzracion or NIH grants. a, 


As you probably are avere, the Office of Maaagenent and Budget 
(OMS) Daw issued Clreulara Av!02 (revised? and A-110, which presoxi 
wiifora sdainistrative cequirenents for tha entire Faderal granc 
‘activity. One aspect of this eifort {#8 a standard expendituces xa- 
port foraat which eliminates el) opject clase identification (ieee, 
Personoel, aquinuent, travel, patient care cdsts, alterations and 
Tengvationa, etc.) aud raplacas that with essentially s qne-line 


Teport which would show total exnendituras only. 


* The Nacional Inscituses of Health and the Public Reaith Sarvica | 
have orgued against Chis parciculer approach for our Gisceretiondcy. 
om SFARC Programs. TL 28 our contention that a Categaaical enpeaiter 
» £MPORL 26 BOL ORLY an ACEOLILITE GoOcKuEent, buE s Managesent Cool as 
. well, which is ‘used by grantor and grancea ia carrying. out our partner 
ot) hipwoledm adsinistariag project grants. “More specifically, ve 
( Sontend that # categorical expenditures report is ‘of avtual be fer; 


. Honitoring and Controlling tebudgecing acgpions and 

the use of funds on which specific restrictions have 
bees taposed as a conditian of the award (Kor grantees,- 
this has particular spplicavility co the Danagedent 

of the Tosciturional Ppior Approval. System) 


* Parforaing a budget analysis associated with the 90”. het 


sutaission and administrative review of a non-coape ting : & ; 
t | continpation application ; a "ee 
. Evaluating the propriety of requéscts for aduinistralive a 


“inergases which may be awarded ‘Non-coapetitively 


“ Reconciling clatias for stipends auarded for National --  - 
. Research Service Awards (NKSA's) with approved stipend ‘ 
levels approved via Statesent of Appointment forus;, chis 
acbures cospliance with the laus yoverning NRSA'S in- 
wo cludiag the accurate establishnenc of payback tequitcnents 


° 
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He ee aes crete rere eedemrrmmens Gee ee amie oe nem me re ene eee 
si A 
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irect ca claimed through 
tuces adfustasat Sheet to 


. Auditing ane verifying alli 
“the Sunbary Reperts ef Rupe 
assure a a laa 


: pasar ern inforcation to enhadce our overall Manage — « 
heat, including the developagat af ‘ftrend” studies, 5 Lo, 
- @peraciag: tha Nld/Cranteae Taterface System, and responding ? Cron 
‘to & variety of inguiries for detailed expenditure data | : 
frou pualic and private sectors 
. ’ he alae tate oointed out that Nik grantees have Iifnancial seria : 
. " seystens in place, ubich they will have to retain anyway inorder xo 
cagsrel exjensitures related to neating prior approval and audit cen 
,UWATeIeNts, and evan Lo Teport totals only. We nave been advised by 
Ne bar ef ous grantegs that the agrual reporting of exfandituses by 
“ broad objec: clase is not a busden under the Ciscunscances. ; 


We Taccgaize Chat the redGecion of paperwork isa laudable eat and. 
. 2 ‘gia Which we support generally; however, se are concerned thac che loss 
, i ¥ categorical expenditures inforsation will uleinacely require Soth 
va NON aad ‘ts gFantees CO ganerate ‘ot hex — and progably less efficienc-— 
ferse of al sack and cocaunicacion to Abecraiaes our joint stavardahip i 


eifectiats 
‘*e 


‘NIM sould greatly a your views and the views of any of 
TN ree enine,  YOME COLLergues on the subject. Please sand 3e any written. AOADIeAE . 
yy ‘would..care to make. by ee i, 1978. : ; 


oo : , ‘ : ge ; - Slacerely yours, 
, Original Signed 7 2 ¥, 
 Midiam FL Raub ae 
' OR eT il “Willian - Fo Raub; Ph. D. 
, Acting ‘Associate Director: for 
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"4. Smagele, eee seaciall 
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Mr. Wartea Mennedy. : ; “ 


,. Chal roersen, Crovo on Business Affairs, A AAMC 
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Wake Forest Universicy SQ” 
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Bavier College of Medicine mo . 
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Mr. Founra1n. One of these documents is a letter from the Assistant 
Director of Extramural Research and Training of the National Insti- 
tutes of Health tothe Assistant Seéretary for Management and Budget — 
of HEW, dated September 1978, In that letter the plea was again made _ 


that the old requirements of OMB Cireular A-110 be restored, They 
"supported the request with the results of a survey which polled a num- 


ber of grant and contract. office directors at universities throughout’ 


the country to determine their preferences with respect to the old and 
new report of éxpenditures requirements, According to NIH, most of 
the schoals opted for the old requirements. | 

Were } It's letter and the results of the survey NIH conducted con- 
sidered by4your office ? big? 

Mr. Laskex. Mr. Chairman, let.me deal with that question. Yes, it: 
was, In fact, we had asked NTH to perform that survey. As you say, 85. 
a result of the survey it was their finding that the vast majority of the 
universities they contacted had no objection to continuing to submit — 
the object cluss-type expenditure reports, Rig 48 2° Be 

Mr. Fousrarn. Do you know why HEW did. not pursue the request 
of NIH for a restoration of the old requirements for categorical re-.. 


-porting of expenditures ? 


Mr. Las kr. We did pursue it, Mr. Chairman. On several oceasions 
we met personally with officials at OMB. We corresponded with the 
officials at OMB in an attempt to get authorization to continus the type | 
of object: class reporting but we were refused. oS 


Mr. Founvary. I do nof mean to express an opinion as to which pro- 


_ cedure is better becquse Mo not know. I asked the question primarily : — 


to get an expression from you into the record. = . 
Mr. Kirschenmann, you'said on page 2-that one of the impagtgnt _. 


recommendations adopted in the revised OMB’ circular is a‘requiye- * 


ment for 100 pereent accounting of the time or effort of university staff 
whose compensation is charged to Federal funds. Would you describe 
this new method and cee your judgment as to how reliable and 
accurate it will be. To wHHR extent do you think this change will cor; 
rect the lack of reliable sulary and wage data described by Mr. Stepnick 
yesterday? ee = = | 
"Mr. Kiescrrensann. That requirement, together with the require- 
ment. for certification by. the individual er someone having firsthand 
knowledge of what. the reporting individual is doing, should go ¢ long 
way toward solving our problems.. _ ‘ 

~ One of the real problems that we had in the past with personnel ac- 
countability was the multiplo share base that. we used to identify what 
these individuals avere doing to earn their coripensation. Mr. Stepnick 
mentioned that yesterday. We ran into a multitude of records. 

There was a separate survey for reporting their direct charges to 
Federal awards, These were prepared monthly. There were suryeys at 
the end of the year to identify what their administrative activities 
were, their indirect costs. There were separate surveys that were made 
for purposes of reporting to States whore it was a)State institution and 
so on. These surveys when taken together just did not add up or in 
‘many instances added up to more than.100 percent of ‘an individual's 
time. | | 

Making an individual report. all his activities in one survey at one 


time seems fo me to add much more credibility to the process? 
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Mr. Fouwrarn. Mr. Stepnick, T believe T thanked vou yesterday for 


- your very comprehensive description 


of the work ofthe Audit Agency. 


Vow. we will proceed to ask you some questions. 
Of the 924 professionals on your full-time staff. how many are 


accountants? 


Mr. Sreenick. With the exception of a half-dozen people who are 
classified as computer specialists, all the professionals are professional — 


“accountants. : 


- | Mr. Forntarn. Dr. Cohen, in his testimony vesterday: reported that 
, the HEW Audit Agency did an audit.of the Harvard School of Pub- ; 


~ He Health. Is that correct ? 
r. Stepnick. ¥es, sir. 


| Mr. Founrarx. HEW’s draft report on the Harvard School of Pub- 
lic Health disallowed about $2.5 million, of the $37 million total Fed- 
eral funds audited. I do not know whether that is a high or low propor- 


' ’ tion but is that correct ?. 
Mr. Srepnick. Yes. 


Mr, Fornratn. HEW also wadunable to validate'an additional $15 _ 


millign. Ts-that right? 
Mr. Srepnick. Yes, sir, 
Mr. Fountary. How do you expla 


in such a high percentage of dis- 


allowances? In your judgment. to what extent does this relate to the 
nature of the Harvard audit? T have heard it was more comprehen- - 
sive and more detailed than HEW’s normal audit. 7 
| Mr. Stepnick. T have with me Mr. Edward Parigian who is our 
Regional Audit Director, from Boston. He is familiar with the Har- 
vard audit. Also, I have with mo Mr. Raymond Beaudet, who is As- — 
sistant, Director of the Audit Agency, He is a specialist in our uni- : 


versity audits. 


“-~-* First of all, let mg say in faimess that the materigl.that.is in the er 


‘ith respect to the school of public health is based on the draft. . 
sort. The status of that information is such that Harvard, in 


‘accordgne\ywith our usual procedures, is to be given the opportunity | 
_to-revic and comment upon it. When we receive that information, we 
will issue 2 final report. To that extent, the conclusions are tentative. 


Most. of the disallowances relate to 


the problem of cost transfers that 


_ wo’ have heard.-about. Others relate to. undocumented consultant 


charges. These are areas that, as Ime 


ntioned yesterday, we have found \ 


to be problem areas in many of the schools that we audited. | 
' In the ease of Harvard, in addition to testing all, the charges to 
mumber of selected grants. we placed little credibility on the original 
entries that were made because of the extraordinarily large volume of 
cost transfers. We felt we could best do our job by expandiig OU pe: 


‘work in the cost-transfer ares. 
‘Therefore, using statistical samp 
proximately 100 cost transfers over $ 


ling technidugs, we selected ap- 
100 for detailed\examination. Ex- 


- cuse mo, that was over $500. We identified those that were inadequately. 
documented, those that. appeared to have been made solely for the pur- 
poses of using unexpended funds and maximizing Federal reimburse- 


ments, and other kinds of improper 


practices,.Then we projected the 


results and arrived at the $2.1 million figure. » 


The biggest difference between t¢ 


he Harvard situation and what 


might be found in many of our andit reports is that we are not always 
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-able-to make that projection. We identify the. problem and: we identify 
‘only a.portion of the total cost that might be disallowed. The condi- 


tions of the records are such that it is not possible to handle it through 


-a scientific sample. We have to use a judgment sample. 


Tnder these conditions the result is sometimes less than complete in- 
sofar as the full identification of unallowable charges. 


Dr. Gotngerc. Mr. Stepnick, were you able to project the total . 


amount of disallowance in this case because the test sample was larger 


pind statistically valid for the purpose of projection, larger than you 


normally would examine in a typieal audit? 
" Mr. Srepnicx. That is part of it. The other part just happens to be 
that the condition of the records was such that we were able to devise a 
scientific sampling plan. -. 


Dr. Gorpaerc. How would you characterize the Harvard audit in- 


relation (0 the average audit your agency makes? Weren’t there special 
circumstances in‘this ease—for example, the NIH management survey 
that preceded it--which required that your agency mobilize more audi- 


tors than you otherwise would have done? Wasn’t this a more eompre- 


hensive and more intensive audit than the average andit? 
Mr. Srepniek. Yes, sir. ; oe . 
Dr. Goronenc. Would you care to speeulate on what the onfcome 
might be if you had the Juxnry of putting that nuthber of anditors into 
other institutions? Do vou, think it likely that the result would be any 
different from what you find in the normal or average audit ? 


Mr. Sternick. T think the results would probably differ only with. — 


respect, to the dollars that we might be able to quantify for possible 
disallowance. Phe present. audits, generally speaking, are anite ade- 
quate for identifying the problem areas and, where the records pernil, 


for identifying some unallowable costs and for identifying the kinds 


of recommendations that need to be ‘accepted in order to improve the 
situation in the fature. 
— Dr. Gorpuenc. The: inference T draw frony_your response—and -T 
would appreciate your saying whether you feel it is a correct one—is 
you are satisfied that when HEW audits an institution, it commits 
enough resources. to do the job, The primary problem is that you_do 
hot have sufficient staff to maiwtgin a regular schedule and to dé as 
much institutional au was you night like. ~~ | 

Mr. Srrenick. Yes, sir. | 

Dr. GotppEra. Thank vou, Chairman. 

Mr. Fouwrars, -As was bySught ont. yesterday. if an institution 
simply has no documentation, You are wasting your tine. 

Mr. Sternicx. Ye. _ 

Mr. Founratn. Except to got a general idea. 


° 
‘ 


Mr. Srepxick. We are wasting our time except for the value of. 


knowing that a probleny exists and getting the benefit of a professional 


aeconutant's judgment as to the kinds of things that need to be done to -, 


correct. it so that in-the future there will be adequate accountability. 
1 do not think that should be discounted. . 


Mr. Founrary. I agree with vou. T am thinking about. the case where - 


you have gone back several times and still find the same thing. 

Mr. Srepnicx. To rely on the audit process by itself to close .an 
accountability. gap that is created by inadequata systems does not seem 
to 1e.to be a wise use of professional resources. I could recommend to 
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the Inspector General that we put 100 more auditors and maybe 50. 
criminal investiyatars to look more deeply at and to exercise some sort 
OF surveillance over all the prinicpal investigators to see how they are 
uctually spending their time. However, I think if I recommended that 
“T would recommend that we do the university’s job for them. That is 
~ their responsibility and they should demonstrate to us through their 
systems that they are doing it. Then we could make very expeditious . 
and thorough audits. ; 
Mr. Forwray. I know all the institutions desperately need all the: 
money: they can get. They have tight budgets all the time. We want to ~ 
see them get what they are entitled to. —— a 
However. T-cannot_ understand what is so complicated about an 
accounting system and accounting practices which will enable the in- 
stitution itself to know how the money is being spent, as well as your 
agency, representing the Government, to assure that it is spent wisely, 
honestly, and for its intended purpose. 
Is there anything complicated or excessively time consuming to keep 
those kinds of records ? 
Mv. Srepnick. It is really difficult to understand why the problem = = * 
hus persisted for the number-of years that it has. In essence, I do not 
think it is that complicated, Mr. Chairmat. I think there has not been 
enough concern about the accountability objectives that you just stated. - 
This is a factor in why we have the problem today. “4 4 
Mr, Founvain. There probably is a feeling that they are spending 
these funds for good purposes, and that in the absence of stringent 
enfarcenient, there is no reason to keep an accounting of the specific 
wmount which they allocate to each program. 
__ Mr. Srepnice. That is right. It is the philosophy, “Trust us. We 
_ shouldn’t have to make a showing.” That does not quite meep.the ac; 
* — countability principles. a a 
Mr. Founrarn. Tf we adopted that principle, we could save a lot of 
money and eliminate a lot of auditors by adogging a general revenue- 
‘sharing program for ince and colleges, giving them the same 
amount of nioney. Maybe the¥fe is some merit ‘in that; I don’t know. ; f* 
However, as long as we have a system requiring accountability, it is 
hard to understand why they cannot comply with it. c. 
For.the record, would you define what you mean by cost transfers * 
und give some examples other than those given yesterday hy Dr, Cohen 
and the other witnesses ? A 2 
Mr, Panigian. Mr. Chairman, the cost transfer ig an acegunting-ty pe 
transaction which occurs when agst which previously has been te- 
carded is at some future time all or in part transferred bY way of a 
geneyal entry. A general entry is just. a book entry which takes that 
= part Mba and transfers it fo another project. These happen with- _ 
_ mand amom® Federal projects or between and among Federal and 
-non-Federal projects, depending upon how certain of the people see 
the recorded transaction. 
For example, # person’s salary is charged to a particular project and — 
certified to, let's say in January 1979, of $1,000, At some futtre time. 
_ anywhere from 200, 300, to 400 man-days later, someone somewhere 
~ determines that part of that cost of the $1.000 that was recorded should 
_ now be transferred to another project. se ’ 
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‘of lack af documentation. 


Mr. Parraian, In my view it isnot... Whether legal or nt, Troally 


do not know but certainly it is not'a proper or appropriate charge. 
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What has happened is this, Under this system sdmeone, presum Ly fe, 
of firsthand knowledge, has certifiad at that time'that the charge‘is 


, appropriate. Six months or 9 months later somebody takes that sqme. 7 


charge or part of that charge and. transfers it to ajather, project and: | a 


certifies that is also correct. yt 


Mr. Fountaryn. What would be the Sarai of doing that ¢ ie. 
Mr. Parioran. It is a multipurpose ghing.. One is that theyshave'a’ 
project to which a charge was transferred that had not expenged all) 


its funds or a rr ject from which the cost was being transferred which 
Was pol to be. 


That is a type of cost with which we take exception: | 


Mr, Sterxicx. I would add this, It is possible, even though originally a. 


i 


certified, that the original entry was in error. In'that ¢vent, the'trans- | - 


fer later to correct it and charge it to the account to which it originallye 


should have gone would be in order. 


Too often there are muadequat explanations of these transfets. It'is. 
chore to sort out those that are legitimate.‘ 
and those that are not. In most auditga discussion of these cost! trans-" 


becoming a very laborious 


fers consumes much time, 


When they get to be in the large volume, such as our Harvard 
public health work indicates, it destroys the credibility of the entire 


later need to be changed, it is very difficult to have mich confidence in - 
the basic system. . 

Mr, Parigian. There is one other cotiment T might make, Mr. Chair- — 
ian. Mr. Stepnick just alluded to the fact that many of ‘these trans- 


' fers are legitimate. Our review has shown that a good number of them. . 


are legitimate, but only after exhaustive types of auditing because 
Mr. Fountary. Tell us what a legitimate transfer is. Suppose scien- 
tist A makes an application and gets a half million dollars for a proj-. 


spend them for other purpose Ts it proper for them to take $1,000 
from that grant to pay the sa 
ity? ; 
Mr. Pantaray. No. it is not proper. However, the type of transaction 
that could be proper is this: Sometimes in some universities. often- 
times in many universities, there isa paper lag. A person is being 
transferred legitimately from one project to another. Sometimes it 
is 30, 60, of 90 days before the paperwork catches up with the ap- 
propriate charge of salary, At that point in time you could go back 
and determine this individual was subsequently transferred to another 
project, although his salary was charged to. the initial project. That 
would be a legitimate type of class transfer, ey oa 
Mr. Fountain. A brief notation, without all the details, indicating 


~ in one or two sentences why he made the transfer. would give an ex- 


14g 


Soos¥8teny of the original charges, P35 percent ofthe original charges . | 


ry of somebody in an unrelated activ- 


' 


LT agree with Dr. Phin Coben's statement yesterday, among others, \"' 
that. journal transfers are the putty of grants management. This js‘ 
_ because there are not. adequate explanations for these transfers. | : 


_eet To what extent is the institution entitled to-take those funds and” 


overexpended, It would not be allowable if a were oo 
_overexpended, Therefore, i¢ would be transferred to another project. 
ne ; 
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a planation, or bj least enable: the person whe did jt to refresh his own * 
2“ abecolection TF ag a 2 a. 
ta at ea Mr. PAarician. Yes, Son that: happens. Howe ‘er, more often me 2 


'\ that explanation ismot on th¥Journal entry itself. Therefore, you have 
\ 7,» to yo back to the initial charge’ and yet the paperwork opgether! 0: 
: Mr. Fountary, Are you in a position-ta peaingt lhow'much time, 


; how much effort, how Many Man-hours are \welv@d) and how much is)! 
| expended just to cheek on’ ijoney you Rave! giv®i ‘someone to see. 
oo) 2, Whether or not it is spent for the purpose for which jt-was intended %)0 (00-4. 
. wee Have you eyer, estimated on an annual basis what. it\éosts when you. 0}. 
. haye'no explandtions inthe journal cuties uid have to go back tothe ' -\ 4 
oj, ‘dititial charge and aabr paperwork together?’ ||. oe suit 
. Mr. Srepsick. No, sir; My statement: indicates ‘the total cost.of .. ° 
- ;*, Our gudits at universities, whic ‘We estimated at about “$6 million. i 
‘| We audit about $1.5 billion worth'of Federal funds, 0 


_, Mr. Fourmags, Qut of about $4.5 billions) 0077 0) Se ore 
| Ma, Stvginice. Yes,about $4.5 billion, 0 th 
vi Tn TOTS we recommended that $3.5 million hie recovered. We tinder- og. 4 


-,( stand NIH actually, has’ recovered cash or has nétes' rectivable: for, ; 

o +), settlements.af aboutg22 million. 2 rc ee Ce 

oo) | There is one othoy benefit factor, though; that is important tomens 

_ ,/) tion, When we make an audit of indireet costs, as distinguished from 9+. | 

7 direct costs, we recommend to Mr, Kirschennianh ‘frequently that the 

rate that the university would otherwise use to recover indirect costs» 0. 

“) be reduced perspectively. Frequently the savings here which do mot |" 

_ 9) Xesult in recoveries,but payments that would otherwise be made not 

«being made at al}, n¥into tens of millions of dollars, __, rae we ee 

Min Kouwraiy, It ‘seenis to “me We are talking about ehyentary 5 (° 

_, records that any'institution ought 'to be able to keep, kere ines at ce 

” @ records, T think all of us at the Federal level; particularly: those of Vo os 
~ us who havebeen here fora long time, are fed ap'with Federal]. havass- 

“ment of our people, particularly the private enterprise system and ' _ f 


’ 


,, aven public institutions if there is unnecessary and undug ‘hagassment a 
+ and’an unnecessary numberof regulations. Ee ee I eh og 


| 7 [oma ee 

a bn My experience’ has béen; that -you can get the same amount of in-. | 

(formation through # simplified process, You can save a lot pf people ; 

_ & lot of time and, it seems to me, enable the chancellors and others whro.- 

ar in charge of the {nstitution to know if grantmoney is being prop?) | # 

erly managed and Wisely spent. They have no way of knowing that. 9 - 

_ + do they, under some of the accounting practices:you haye found? 2 | ud. 

i. Mr. Stepsick. No, not insofar as Federal funds would be concerned: : 
(Mr? Fountain. “That is°what I meéan—as' ‘fine as Federd] “funds 
would be concerned: You could even haye a dishonest person at the 
+, finest institution in the werld gnd with this king of accounting prac: 
tice some of the Federal mon Vs miy not, be used for|the purposes 


"4 for which the dastitution diself and its investigators want thgse funds. 
spent. Re ag . igs 
eo} Ds Cohen said that Harvard University required tliat all inter-! 


‘“iews of Harvard employees be arranged by representatives of Har-. | é i 
". vard’ University’s, internal gudit departitieyt. A further condition’ | 
ja which Hurvard sade was that there be present at each interview a _— 
-: ,,° Member of the Harvard internal audit department or a\ designated | 
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sdministrative assistant from various departments within the school 
of public health: . . : yok 

Is this a customary progedure in conducting interviews during 
THEW audits in colleges and universities? . 


Mr. Srepnick. It is done on occasion, but I would say that more often * 


than not we neither ask for nor Is it suggested to us that anybody be 


_. present. In this case the people. who wefe present were simply members 


of the internal audit staff. They were not high management officials 
who Were in a-position where in our judgment they could pose any sig- 
nificant threat to the individuals involved. ; 
We ourselves, without any consultation with management or the in- 
‘ternal audit: staff, decided to whom we would speak. We decided what 
we would ask. There was no advance discussion.of any questions, The 
interview questions differed from one interview to another*depending 
upon the infopmation that we-had obtained on our records. 


Dr, Cohen seemed to suggest this wag.an extremely inhibiting proc; 


ess. While I can understand how somebody could believe that there wae 


a2 potential for inhibitions, the results do not bear that out. _ 

We have been interviewing people under various methods during 
our regular audits for years. Some interviewees speak: quite frankly 
while others are. reticent. That was precisely the situation here..Many. 


- Interviewed told us, “We do not work on that project.” We, did not 


° ps 


tell them why we asked them whether they worked on that project. We 


just asked them, They were frank and honest, 


« 


~ 


Further, where we initially decided that this arrangement would Be | 


followed, the understanding was that at any time during the ‘proéess 


if wefelé it could result in the kinds of inhibitions that were projected 

then we would change it. Therofore, we feel gomfortable that this did 

not affect the quality or fairnessofthe andit. = | _ 
Mr, Founrars. When theseconditions were imposed by Harvard, 


did your agency object fo the requirements, which Harvard set? 


'. MrySrerntck: Initially we said that we-would prefer not to. After. 
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some negotiation we did go along with it, sir. 


Mr. Founrvarn. I guess it depends upon the individuals involved as_ 


to whether or not the presence of someone,serves as an inhibition. © 
Mr. Stepnick. This is right. Even without a person being present, 


_ When you are going to conduct-a series of interviews—4vhen people’ 
find they are going to be interviewed—and we do not tip them off too. 


far in advadnee—it is amazing that even without anybody being pres- 
ent ‘how fast they find out who aJready has been interviewed. Thev get’ 
together ‘and discuss all the questions that*were asked. It-is roally a 
normal part of the communication. a 
Mr, Founrarn. That is the answer to the next question T was goin 
fo ask you. T think I may be getting into something. that you have 
already wovered. T sometimes have a tendency to get ahead of my own 


outline and then find out later that I have a note.on it. Tt is so easy to | 


ovenook’ these things. Thérefow#*T ask the questions when I think of 
them. oe a 7 7 Me 

T think you weye present at the hearing Yesterday. Mr, Stepnick, 
when Dr. Roberts). Klebe testified that he was told by Mr. James Conn 


of the TTEW Inspector General's office that anditors are not concerned . 
PUeee 


- # 


» 


re oe 


- 


a 


~ manded the attention .of the Inspector General, how easily he can bring. . 
those to the Secretary, and how quickly the Secretary will act.on them’ 
when the Inspéctor General suggests that he do so. Tt certainly was not 


MBO 


about funds fromone grant ing used to fund an unrelated project. 
Was Mr. Conn-accurate in hf Yatement when he allegedly told Dr. 


Klebe ‘that auditors are not cantrned about’ such transfer of funds? — 


. My. Stepnicx, No, sir. . bo cassie, «cate 
Mr. Fountar, Tf he said that; T.am not saying that he did. 


Mr. Srevyick, Mr. ‘Conn works in Washington, -He is part of the 
Office of Investigations of the Office of Tnspector General. Tt seemed 


quite incongrious to us. that he*rather than the auditom, would be 


‘Miving advice about auditing to’anybedy. However, it is true that years - 


+ * 3 


ago he was in the Baltimore office of investigations. | 


T spoke with him. He does not recall the conversation, He was quite 


surprised, ue S6 aig os 
, Inany event,the statement that was ascribed to him is not true. My 
testimony vesterday and much of discussion that we have already-had 


an area to which we give particular scrutiny. during our audits, 
My. Fountain, That has prompted me to: 
is Wally only indirectly related to our subject matter. 


Have you heen able to appreciate ‘the Jmportance and: signifitince 


of the complete independence of the Inspector General in your Depart- 


-_,Ment—appointed by the President, confirmed by the Senate, and not. - 
“subject to the jurisdiction of the Secretary in his particular area. of 
‘responsibility® (}© 0 [6.0 0 7 are wae 
Mr. Stepnick. Oh, yes, sir. Thero has been no question that the audit. 
*. function, which has always been quite independent in HEW, has’con-=;. 
tinued and become more so under the Inspector General concept. T° 
would add that what makes it particularly good from our Viewpoint 
is the ease with which issues such as accountability in educational in- 


stitutions, problems that have been around for many. years, have com- 


quite that easy in prior years. 


Mr. Fountary. That is precisely why we put that provision in the 


Pa 


“bill. Of course. most of the agencies of Goyernment opposed it and T 


ean understand why... : 
| Mr, Srybsrex. The auditors did not. : 


Mr. Fountain. I see that they did not. aa _-- 
However, down through the years—and thiy is my 27th year on 
Capitol Hill~-we have been exercising some slight semblance of sur- 


ask another question, This : - 


fe 


S 
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clearly indicate. that cost transfers fron one project to another are | 


ae 


_veillance of the-agencies under our jurisdiction, We have made various 


recommendations, and sometimes the agencies will comply with our. 


recommendations... 7 , 
For instance, in Agriculture they had established an Inspector Gen- 


"> eral, but when Mr. Butz came in he abolished the office: We, therefore, 


coneluded that the only way to make the office permanent was to inake 


it, statutory, Fortunately, we had enouglt evidence of waste, extrava- - 


gance, fraud, and in some instances outright thievery, in some of the 
agencies so that Congress did not have any hesitancy in passing this 


‘Togislation. Tt passed bya tremendous vote, . id 
The final vote to put Tnspector Generals in 12 agoncies at one time 


/. passed the House by a vote of about 386 to 6, vet withstanding—to show - " 
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“not ¢ eet out of hand: Tt could be detrimental to the universities and col- 


lowes: in prohibiting. Congress. from appropriating funds which they 


desperately need. Tf something « wets a image of waste and extrava- 
.. ance, members will not hesitate to vote against funds for it. That is: 

why we are trying to clearthis thing up and bring’'the universities and | - 

the Government together so that. they can work ‘out. some system and 


prevent this sort of image from developing any further. 


Mr. Gorpiansren. T have a question on cost transfers, Mr. Stepnick.- =” 
In your opinion are cost transfers trivial infractions, or do you regard 
‘them, as substantial infractions for the most part 4 In general, would 


You ‘consider them to be serious infractions ¢ 


a CONT! 


Mr. Stepnick, Yes. They have been used. to ask to maximize | 
reimbursement. 1 ayn not. saying that fortunes were so used, but it is a- 
weakness in fimancial managenienf that pernits manipulative transac-., | 
tions and manipulative entries. It is a symbol, of the kinds of things. 
t hat need to he corrected in order to prov ide for the credibility and 


integr ity of the accouritability proves. 

Mr. Gotpuasen. They are not technical violations ? 

Mr. Steenicn. That is correct.. 

Mr Founrary. Mr. Stepnick, at page 4 of your stdemient you indi- 


cate that many schools, especially the smaller ones, have not been ae | 


dited for many years. Actually the terms “many schools” and “many 
years” are not very informative. Does your data bank provide the 
hasis fora more detailed statement. or tabulation which would indi- 
cate the number of small schools involved. the total amount of money 
awarded te these Small schools in grants and ee and the aver- 
aye length of the audit evele for these sehools during the last 5 years? 

“Mt. Stersiuenx. Yes. [think wé'could supply that’ “for the record. 

Mr. Founrstn. Please supply that for the record. We would appre- 
ciate it. 

We would also be interested in knowing the total nuinber of schools 
which hawe not been audited at/all and the total value of grant and 
Trads provided those unaudited schools. 
ir. Sternrex. We can incorporate.that in the sume information. 

Mr. Fountain. When vou submit if, we would appreciate an expres- 
sion of your: views as te whether these institutions should be audited 
more frequently. 

[The information follows: | 


a 


ra 


DerarRtMeNntT oF HRALTIL, FprcatTion, AND WELEFARY, . 
aa OFFICE OF THE SECRETARY. 
ut ' . Washington, D.C. 
On page 2 of our ata we polnted.eut thaf the Federal Gove prningrit @X- 
pends about $5.4 “Hon annttaily in gests and contracts to about 2,500 educa: 
tional institutions in suppert af teademic science, research and development, fel- 
lowship ind-training ‘erants, facilities and equipment for institutions aud general 


“support for xelence, 


On page 4 of our statement, we pointed ont that many schools, expecially the 
sinaller ones, have nel been audited for many years. You asked that we prepare 
& more detailed statement about the number of small schools fuvolyed, the 


Amounts awarded to these schools and the average Jength of the audly cycle. 


You alse asked for the uumbher of schools which haye net been andifed and the 
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_¥ou the Nnportance and ineancn of it-—the opposition of practically 
every Cabmet officer, T think this shows the concern. of the Congress, . 
Tt also indir ectly relates to our concern here fhat this situation does: 


total value af unaudited. funds. ‘Further you asked for an expression of our’ 
Views ax to whether (hese iustitutious should be audited wore frequently. 
Our response follows.: oo a a 

_ While our data bauk is geared to identify schools audited, we are ale to 

» it—in correlation with other datx—to obtain reasonably precise infrma- 


tikn ybout' this situation. We developed the following ipformation based on data. . 


pulled from. this bank: correlated with fuformation: available from the Na- 

_Atonal Science Foundation that essentially identifies for us the audit ‘universe. 
“~ Information from these two sources follows : , a 

Federal funds awanded to educational institutious fer research aud deinon- 


stration represent about 55 pereent ($3 billion) ef. the total amount awarded: ~ 


—7 the remaining 4) percent ($2.4 billion represents awards for other activities, of 
which student flaancial aid programs ($1.5 billion). represent the major fuading. 
- For purposes of this calculation of audit cycles, since biennial student flnan- 
cial aid andifx are mandated by law,’ we have Limited our analysis to those 
™% ‘wchools receiving only research and development dinds, $2.5 of $8 bijlion awarded 
; went to the 100 schools receiving the greatest number of Federal dollars. Over 
the past 5 fiscal years, we have isaied a direct or iudirect cosh report for the 
SG schools under our cognizance approximately every 2.5 years. (he remaining 
$.5 billion tx spread over about 550 xchoola’ Over the past 5 fiscal years, we have 
‘ audited about 150 of these. The audit cycle for the 150 schools wan approximately 
2.8 years. However, when considering the 400 schools -not audited, the audit 
cycle becomes approximately 11.3: years. Therefore, less than 1 percent of the 

$500 mfiliion awarded to small schools is audited annually. - 


é 


“We believe {ustitutiogs below. the top 100 should’ be audited every 3 to 5. 


. yearg. 


refer to the “allowability” and “alloeability” of costs claimed for reim- 
bursement, In order that the record is absolutely clear on theMapaning. 
_ of the term “gllocability” in the sense used, we would appreciate some 
amplification for the record. 7, ts 
Mr. Steenicx. For the record — — 


Mr. Fountaiy. You can do it here today. Tf you can, give us a brief 


statement, or you ean submit it. oo 
Mr, Stepxick. Allowability simply means that under the cost prin- 
“ciples it is the kindof expense for which the Government will pay. 
They will pay for salaries. They will pay for rent. They will pay for 
fringe benefits. However, they will not pay for political contributions 
or interest expense, This would be “allowability.” aa 
‘“Allocability simply means was it Government-supported work. It 
is a salary charge, Init did the person work on a Government project ? 
"If so, the salary is allocable to that project. If it ts teaching, the cost 
should be charged to teaching and it is allocable to teaching but we 
would not pay for if. even though it is an allowable kind of expense 
if it were reimbursable, 2 ; 
Mr. Founrary. In your statement, on page 6, you listed five prob- 
lem areas, including inadequate salary and wage documentation, and 


improper or inadequately documonted cost transfers. Why have these - 


‘conditions persisted so long? Lf the HEW Audit Agency and the 


Secretary's office believe these problems are serious, why have you not | 


acted to obtain compliance # 4 
For example, why hasn’t HEW said to the universities, in sub- 

stance. “If you don’t improve your practices, you just will not get any 

more Federal funds"? That is what they are telling our university 


1Natfonal Direet Student Loan 45° CFR 174.19(2): Colese Work Study 45 CFR 
_ 1FM.18te}; Supplementa) Educational Opnortunlty Grants 45 CFR 176.18 (e) ; Basle Kdu. 
* eatioual Opportunity Grants 45 CPR 190.86(b). : : : : 


Q_ 
ERIC 


“Mr. Fountatx: On page 5, at the end of the second: paragraph, you - 
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“question. 
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down in North Carolina now’ as a result of Mr. Califano’s trying to” 


tall them how to run their eurriculum. _ -e 


Mr. Stepnicx. I ne love to have Mr. Kirschenmann answer that 

Mr, Krrscutwmanx¥I don’t know if thers is an easy answer to that. 

3 long as Lean remember, from the late 1950's, there has always been 
josition on the part of university staff, in particular the faculty, to 

iintaining of time records and reports and this type of thing. I ° 


“think it ix an emotional problem, but it has always been there. 


We have heen trying for many,many years to work with the uniyer- 
sities to see whether or not the Federal requirements were really un- 
reasonable; to test out their premise. Moreover, the cost principles 
themsel¥es really were not very clear_on what Federal requirements 
were. I, as an aceountant, have my views as to what accountability 


‘means, but. the eed ale the A-21 principles, by which we 
were bound, were much too 


sroad to allow us to set down any specific . 
requirements on the institutions: 
That is why in 1975 we began developing the recommendations that 


- we made to OMB and which found their way into the revised circular 


that you have right now. - ’ . om 
> Mr. Fountar. T would hope the institutions would be in such shape 
that. it would not. be necessary—but it seems to me that if you said, “Tf, 


vou do not improve your practices you will not get any more Federal | 


wus; the funds will vo only to schools that have satisfactory account- 
ity,” those institutions would be persuaded to change their prac- 


tic®s. That is pretty persuasive to get them to improve: their account-, 


ing systems or els face the prospect of losing investigators to schools 


that are eligible for Federal funds, ; ee OE 
Mirw Knsciex Many. In past yearsthe view was that it was cither | 
black or white. Tf an institution did not conform, the only alternative 
was to“deny themany Federal funds at all, which would have caused 
more damag: to the research program than awe were willing to incur. 
_ Mr. Founratry. Tagree ee 
Me. Kinserrenacann. Now, T think we are starting to see that there 
are ureas of gray. There are sanctions that can be taken against insti-, 
tutions which would not necessarily destroy the research effort in 


that institution. T think that is the way we are moving. , 


Mr. Fouxtarn. On page 7 of your statement, youspoint outtthat 


compliance withthe requirements has consistently been found to be 


nonexistent or inadequate at. about 70,percent. of the major colleges 
and universities vou audit. That means that30- percent of the major 
colleges and universities you audit were in compliance. Is that. the 
ease ? : eae of 

Mr. Stfpsxick. Yes. To say that they are in compliance does not 
mean they had an optimum system but simply that we were able: 
through onr eximination to satisfy ourselvesthat. Federal funds were 
being adequately accounted for in 30 percent of the. cases, However, 
in 70 percent. as my statement indicated, we ‘really were not able th- 
satisfy ourselves, because of the inadequagies.in the system. 

Mr. Fouwrar. Did you find any optimum sifiations? —. >: 

Mr. Sreexick. We are still looking for a model that we eould hold 
np. One of the probleme is that there is a great variety in the financial 


. 
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management systems among universities, There is nothing. that is 


: really standard. Therefore, it is difficult to say thix is whatevervbody 


should do: T wish thut it were possible, but Ido not think that-will ever a 


‘be the case. 
substantially comply, whereas others cannot.or will not? 0! 
Mv. Stepnick. T think the only explanation that T ean offer—and it 
is probably not « complete ohe—is that some of the factors that 
Mr. Kirschenmann mentioned were just not in themselves or in com- 
bination so prevalent in these schools that they yere not able to work 
» something out as an accommodation. 9° - *. LF 3 ° 


wo Mr, Founrarn. Can you explain why some institutions are able te me 


Mr. Fovstary. In your phi have. you found schools which are | 


_ reasonably consistent ii th€ir eompliance? By that T mean, except for . 
an occasional slip or error here and there, that they.do muintain‘ade- . 


quate records and do have a satisfactary-accounting system: | | 
Mr. Srervicx. Yes. They would be included in that 30-percent 
igure. ; vs 


Mr. Fountarn. Where your records show poor accounting practices 


by the grantee institutions, does your agency always make followup 


audits to determine whether the accounting system flaws. have been 


corrected? ; ; . 

Mr. Stepnick. We have a System of making followup alfdits but it 

is designed as a quality control check on- how well the. operating 

agencies of our Department are acting in resolving the audit findings. 
‘We make the folt 

“involved colleges and universities, Y iateotde thee YS 

| Our ebjective is to beable to see whether, let’s say, the Public Health, 

Service which has -responsikility for resolving the audits didor did nat 

- oa good job and whetheror not the quality of the resolution effort 


was effective. In othex words, did the resolution correct the original: 


problem ¢ 


owup audits on a sample basis, I think we anade . 
about 69 such sudits for all of IEW in fiscal year 1978, of which 35 - 


Dr. Gotpnerc, Did T understand Mr. Kirschenmann to say that — 


where an audit if the future discloses system deficiencies or lack of 
adequate dgcumentation, HEW will follow up on a 6-month basis? 

Mr. Kirscitena ann. Yes: that iscorrect. We will follow up to make 
sure. the institution doeg, indeed, conform with the agreement they 
made with ug in putting in the system. That will begno later than 6 
months after the date ofthe agreement. te ae 


Mr. Srepniex. We will still do that. We will still continue to-do a | 


‘quality control check to see how the institution is doing... 
Dr. Gotpperc. Then, if there has, been ne improvement in that 6: 


~ 


month period, if TF understand correctly, FUEW ig proposing to apply - 


various ‘kinds of Sanctions. - we 

Mr. RikscHENMANN. My office would certainly recommend then. 

Dr. Gotmmrre, This is different from pas pftactice where there was 
no systematic followup on a timely basis? | Se eS 

Mr. Kigscuenmawny. I think that is correct, yes, sir. . 3 

Mr. Fountain. Iam trying to eliminate a lot of questions which I 
think we have already covered. We have gotten ahead of. ourselves in 
asking these, 
~* Ave you aware of instances where: your audits were followed. or 
preceded, by audits done by CPA‘s or other auditors at the initiative 

- of the university? oS 
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Mr. Svernicw. Whatever CPA audits that may have been made be-. 


‘fore or after our audits: seldom, if over, dealt with review of com- 
pliance with Federal requirements. In general, the CPA audits that 
are performed at the universities are balance sheet, INcoMe-eX PENSE 


audits similar to those done in private businesses, with no specific at- 
tention to the compliance aspects which we.look at in our audits. 


Under OMB’s Circular A-110, whieh was discussed earlier, there is. 


a requirement for the future that the CPA audits begin to.look at the - 


Federal requirements. We are Waiting to see how effective that ap- 
a : Be aie 
proach will be, Therefore, there has been little experience on that. -- 


’ Mr. Gorpuasmer. Can your agenc require that? Is’ there any = .. 
- statutory basis for requiring that schools mstruct their CPA’s or their 


accountant firms to devote sonie time to Kederal funds as well 
“Mfr, Srepwick. It has become among the uniform administrative re- 
quirements under OMB's Circular A-110. Therefore, it does have the 
fores of a legal requirement, sir. une aca 

Mr. Fountain. How long have you had that in effect? . 


AFH Lasker, Tt ig included in ITEW regulations in title 45, part 74, 


that were published on August 2, 1978,. Mr. Chairman. 
Mr. Founvatn. Therefore, sow ought to begin: getting some results. 
Mr. Stepnick. Yes; if the CPA's, adjunct to their regular audits. 
“an look at the systeris and accountability for Federal funds, then ] 


think there is great potential for extending audit resources and get- 


ting a higher degre pf compliance. | 

Mr. Founxvarn. [was going to ask you—but T guess you cannot tell 
me in view of what you said—if you could tell. us approximately what 
proportion of such outside anditors’ findings agree with HEW find- 
ings. I guess you are not in u position to answer that. . 

Mr. Stepxick. No. Maybe ve will be able to answer that sometime 
in the future. —— i 

Mr. Godprtastsrer. Will the audits by CPA's of Federal funds be 
available to you? Is there any requirement which will obligate the 
university to give you those audit reports if you ask for them ? 


_ Mr. Brauner, Yes; this is part of the procedure. The audit reports | 
that. are issued by the CPAs will be released to-the Regional Audit ° 


Directors and they will be distributed through our normal reporting 
processing mechanism with audit control ninbers. ‘They will “be 
subject toonr followup. oe . 


Mr. Lasker. I would make one small point, Mr.-Chairman. The 


audit may not be performed by a CPA firm or pitblic aécounting firm. 
There are.cirenmstances when it may be by the university's own in- 
ternal audit organization or by the State andit if it is a State 


_wniversity. . - e 4 
_ Mr. Fountaiw: Would there be anything, wrong or inhibiting or. 


unnecessarily bardensome in-w research project if the university just 
kept 2 separate account of all of its Federal research funds? Tf you 


_ have 50, 75, or 100 researchers. T guess they do not want to have sepa- 
‘vate accounts or them. but at least they could consolidate it and have. 


an accounting or docunientation for how those funds are handled. 


Mr. Krsctrenmann. Each grant award vequires a separate accouly. 


Mr. Fotwrarn. It does? 


Mr. Krescuenmann. Universities do niainfain that by and large.. 


The problem comes in with those kinds of costs such as salaries whieh 
require some kind of an assessment by the individual as to how much 


es ABP, 


ae 
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* of his time is spent in doing Federal work as apposed to:non-Federal 
~ work or working om project A-as opposed to project B, That is where 
the problems commence. Tt is a question of the cost transfers again. 

_ Another problem has been identifying how much. researchers a 
~ -aetually do as.opposed to teaching or other activities. It is common for — ~ 
Universities to record just those costs which are going to be reimbursed 
by the Federal Government as research or by & sponsor as research. 
Thoy record all other costs as.part of their instruction activity with 
very little documentation about that. RAs . 

Mr. Foustvarn. I think that was 2 conIpFomise that was worked out . 
on which we made some studies and an investigation a.number of years 
back. ¢ ss : . 
_ Most of these grant.funds ate for basic research, In some: instances 
we found they were being used for professory’ salaries altogether, Tf it 
2 | 48 going to:be used for that. purpose, we ought to amend the law to do 
that. They agreed to prorate the time they engaged in research and the « 
‘+ time they spent in teaching. & 3 2 ®s 
Mr. Kirscrrenmann, It is Hy appropriate. They need to do that. 
That is a common practice even In commercial accounting. 
Mr. Fountain. They have to document it? . oii, 
| Mr. Kiascuen mann. Absolutely. There is‘nothing esoteric. about. 
that. kind of an operation. It is basic accounting, a 
Mr. Fountary. T hesitate to name names for fear someone will think _ 
., unfavorably of some of our fine institutions. However, at page 12 you, . 
« Gite an example of an andit finding relating to the salary and wage cost 
problemi that appeared in an audit report on a major university. Can 
you identify the university in priee ak oe 

Mr. -Srepnick. Tt is the University of Florida at Gainesville. 

_ Mr. Founrarn, In your andits have you found instances where, cast 
4). transfers were between Federal and non-Federa] activities rather than 
transfers between FederaPaccounts aa a 

Mr. Stepnick. Yes, sir. = 

Mr. Founvain. T have one more question, Mr. Stepni 

Have HEW audits found that universities tend to drawdown Fed- 
era} funds through the letters-df-eredit arrangement before the money 
is actually needed to pay bills? Tf so, how widéspread a problem is 
that? To what use is the money put in the institutions? . 

Mr. Beavprr. Yes, we have done some reviews which would indicate 
this is a problem. We still have some reviews underway so we really: ' 
_ cannot tell-you the magnitude. All our initial results would suggest that 
- . they do drawdown substantially in advance of needs, Tt ‘probably is: 

— suthstantial. ‘ . 
Mr, Fousraix. Would you be able te give usa report on that as soon 


° 


as.vour study is comploted q 
Mr. Bravorr. Yes, sir: we will provide that for the record. 


_ [The information follows :] 


Chairman Fountain asked us to conment ou whether the HEW Cash Advance |: 
. Aystem (DFAPS) atudy indicated that universities tend to draw/sdown Federal 
funds through the letter of credit arrangement before the mobey is actually 
needa. : , : ‘ , 
Although our study has not been completed, preliminary evidence Indicates 
that many universities do.draw down money fn advance of actual needs. Of six 
ublversities surveyed to date in the DFAFS study, two engaged in this practice. 
In both of these cases, the universities deposited these funds In interest drawing 


sy ‘ 


Pee ? 


siccounts. The interest earned was retained by the Uniyersity, and ‘noi returned. 


‘to the Federal government. . ee 
Ne ao of the prelianary tindingy of the HEW Cash ‘Advance System is 
attached, a - ~. a 


AUDIT AGENCY PRxLIMINARY Finprncs QN THK! Review or HEW Cuba 
nS Apvance Sxstrms (DFAFS) e 

a a, = : _ ie on OVERVIEW - _ a 7 _ ~~ 

as _ Ax of March 1978, the Department's Federal Assistance Financing System 

(DFAFS) managed about $38 billion in oltstanding advances to some 14,000 


under grants, contracts, loans aud. other types of Suancial arfangements that 
‘require cash advances to operate various Federally sponsored programs. . 


‘ In an ougolng review, LEW auditors are evaluating the adequacy and ef: as 


 s feetixeness of: (4) DFAFS: procedures for controlling and Mmiting cash with- 


~ "recipients outside the Federal Governmept. The system provides axsistance. 


.dxawals to reciplent need, and (if) reciplents system aud controls for determin- 


‘Wg cash needs and safexuarding. Nederal funda. 


Audit work at DFAFS will include, but ix.wot limited to: (1) examining the 


adequacy of. guidelines established to: match draw-downs to immediate needs; 


wow . * (2) determining that the procedures were in operation on a continuing basis ; (3) 
a reviewing measures taken to restrict future withdrawals or to return excensive' 3. - 
cash balances; and (4) examining the cash balances of those recipients who ob - 
‘ tained assistance from Hnancial aid consultants to ‘determine if these recipients 


- ". naintained excessive Cash balances. | : 
a ae - Audit work at selected recipients will include (1) examining the adequacy of 


the accounting records supporting the revipfent’s cash draw-downs; (2) verify-— 


dng the accuracy of the cash balauce. shown on the latest recipient expenditure 
report ;:(3) determining if the recipient has excess Federal cash on hand; and 
‘o> ot~ (4) determiniug whether the récipient'y accounting ayeten was approved bya 

' Federal ageacy. | * : 4 ; ! Ps ; 
Our fleld work As hot complete, and the results may yet change direction. How: 

‘ever, prellminary results have pointed out that: : . 
.% DFAFS was not consistently applying eriteria for determining excess cash. 
oS Auditors found recipients with similar cash positions were judged differently 

‘(some were suid to have excess funds while other were not) ;- 


- DFAFS was not routinely following up with reciplents determined to have * 


excess (ash in order to attempt recovery of funds‘ or reduce future with- 


4 drawahy | oe ks 
' ae Recipient accounting systems were inadequate for determining (1) Federal 
_* ~ funds on hand, (11) cash needs of Federal projects, and (ili) timing of cash 


withdrawals to coincide with actual cash disbursements. 7 

Our tleld work should be completed by mid-October. DFAFS will—as is usual 
in our audit process—pe. furnished with a copy of our draft report for comment. 
o Mr. Founrary. I want to thank all of yoy gentlemen for appearing 
_: koday. You have been very helpful to us in getting @ better picture of 

the situation. # eo 
The subeomunittee will receive testimony at,this time from a group 
of distinguished academicians representing the colleges and univers!- 
ties which engage in scientific research. We are pleased to have with 
_us Dr. Alexander Heard, chancellor of Vanderbilt University and Dr. 
Thomas A. Bartlett, both representing the Assocstidy of American 
Universities. Dr. Bartlett is president of that association. We are also 
pleased to have Dr, Max Birikley, vice president for finance, Colorado 


State University. He is representing the Committee on Government 


Relations of the National Association of College and University Busi-- 


a ness Officers. ae a 
—_ T do not want to take anything away from any of you distinguished 


gentlemen, but T do want to say T had the great pleasure of serving for 
_ several years with Dr, Heard on the Advisory Commission on Inter- 


governmental Relations, That was about 10 years ago. Tysddition, Dr. | 


ene © See ew Se 


a. a, * 


Heard had a very: distinguished ‘ea dents career ath my aii mater, the -_ 


University of North Carolina, Chapel Hill. If I remember correctly, 


he served as dean of the Graduate School for about 5 yeurs beginnjng — 


“in 1958. Ts that right ¢, 


Are 


_ STATEMENT.OF DR. 


Dr, Hearp. That is ‘correct. me 


“Mr. Fouwrain, [know ke also iS a good fr iend of Bill Friday, a ‘good. 


‘friend-of mine, and president of the University of North Carolina. . 
We have been very happy to follow MN our progress, Chancellor Heard, 
since you Were selected to head Vanderbilt University. We are proud 
that the credit you reflected upon yourself and the University of orth 
Carolina i is being continued ai Vanderbiit University: 
We are Geienied to have all of you. with us. We will hear first from 
you, Dr. /Heard. ~~. a oe af 


hee 
- De. ion Thank you very ak Caries, 
We will get » copy of that and have. it published i in Nashville. Tenn. 
[Laughter ~ . 
The -Association af Accerican Universities consists’ of 48 U.S. uni- 


versitiex. that are associated.together because of the scope'of the pro-' 


grams they have in research, graduate study, and professional educa- 


tion, Consequently, we are very grateful for the chance to appear. 


_-before you today because these issues that are being discussed have 


o special importance for us. 


There are two other persons with me today who, with your permis- 


e2. sion, will testify at this hearing. Our efforts to cantribuie toa better- . 


understanding will be divided into threa parts. . 


problems with reporting practices that, as we know from the Previous. 


‘I will offer somecomments on the environment within inivendtien 


in which productive research occurs and some..comments about some 


_ testimony, have not yet been solved entirely. 


“8 
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Dr. Max Binkley, vice: preident for finance for Colorado State Uni- . 


versity, will give hig views of the progress uniygggities have made in 
complying with audit requirements, and of son 
between the Government's needs and the uniy ersities’ situation. 


‘Then Dr. Thomas Bartlett, who is the president of the Association 


of American [niversities, w iIL discuss proposals that. may help us to 


‘reach an accommodation in attacking some of these problems, . 


Each of us plans to give a summary of the testimony that we sub-— 


eraitied previously. 
Mn F 
i part-of the record for the benefit of the meneners of the subcommittee 
and the full committee. : 
Dr. Heary. Very oo ‘Thank you, sir. 


_ [See\pp. 159-169 
Dr. 
funded i h activities to command the confidence of thebcountry, 
and espectally the confidence of the Congress. 

‘This committee has made it clear that such. confidence depends not 
only on the ultimate substantive results of research. grants and con- 


ade 
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} HEARD, CHANCELLOR, VANDER-_ 
‘BILT UNIVERSITY, RESENTING THE ASSOCIATION OF 


aining ‘differences 


ounTAIN, Without objection, your entire statement will become 


Hearn. Those engaged in research very ch went federally | 


ha 


bee 4 


a 


ed 


- the Natiofi’s major research universitiesy | - 


® 
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- tracts, but also on their pre r detailed administration. The issues be-- 
yest: to accomplish both hose ee oo, 


fore.us ate siinply how : 
issues themselves are not: simaple, but it helps to know, and I thin 


remember, that Government and university objectives are the sanie. 


-Tn a.speech this past April-10, Elmer Staats, the Comptroller Gen- 


_ eral of the United States, said that Government-support of research | 


requires us to ask how “appropriate stewardship” and hdw “adequate 


_ accountability of public funds,” can be assured without, in his words, . 
. “imposing excessive controls, direction, and administrative burden on — 


research grantees that would inhibit freedom of intellectual ipquiry 
‘and efficient performance of research.” 


American science is on the. whole, I think, ‘second’ to none in. the 


Biomedical research at university medical centers Properly gets 
eredit for ridding the world of:infantile pays, and it is making ~ 
dramatic progress, I have read recently 


stewardship. _ 


“The nature of present concern shel financial accountability—as 
something different from appropriate. stewardship—is, relatively . 


instruction. — Be eh fi 
Restricting a scientist’s flexibility can exact a price. If the price 


were simply his convenience, we_would be-less concerned. The danger a 
may be to the kind of curidgifjand instinct for exploration thatchar- .- 


acterizes the best research scientists. - i. . 
- The matter.of:cost transfers among projects ‘has also been a source: 
of difficulty. A faculty member may have three grants to support three 


separately funded medical research projects that he carries out in one .. 


laboratory us part of one long-term research program. Tow to handle 
such grants in the financially most résponsible and efficient manner is 
not always self-evident. 


Some.supplies may be used by all three projects but not in precisely . 
ithe same amounts. Diligent attention to detail can help to keep the 
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- Accounting straight, but it is hard-to see how to avoid at least some — 
. arbitrary allocations and a lot of costly clerical work. Some progress - 
has been niade with this kind of complex accounting puzzle, but some 
problems remain; - _ 2 
We have been glad in our universities to see that both HEW audit 
officials and NIT operating officials have endorsed the plan to experi- 
- ment with lump-sum grants—as opposed to cost reimbursable rrants, 
which predominate in: both NIH and NSF. Under the proposal for 
_ Jump-sum grants, budgets in proposals could be subject beforehand to 
_ Veh mere serious scrutiny than they now receivé. The Government. 
wold pay an approved flat sum to the university to cover materials 
and personnel costs, There would be no post sudit of university proj- 
.eets, but universities should expect ‘periodic audits of their financial - 
management systems so that Government can be assured that proper 
 Mitnagement. controls are being exercised. ~ 
. Regarding the problem of cost transfers, six of our universities, 
_« ‘ about to be-nine, are now conducting’ an experiment jointly with the - 
Nutional Science Foundation to discover whether the resources of a 
number of federally supported projects in & single academic depart- 
» ment can be combined without reducing fiseal accountability. In the 
experiment, the NSF delegates to the university authority for shifting 
funds within a single grant award and between similar projects on con- 
' dition that such transfers are properly documented. = 
. Mr. Chairman, my colleagues and I in our country’s researah .uni- 
versities appreciate Initiatives taken by ‘Federal agencies to come to. :- 
‘grips with the kinds of problems I have mentioned. Our research uni- 
_. versities, both State universities like the University of North Carolina 
‘ind private universities like Vanderbilt, are thoroughly audited for 
purposes other than those of Federal agencies. Most of them are 
audited annually. I think these institutions have fully adequate ac- 
‘counting systems for the purposes for which those systems were 
created, Bs mr , 
. ~ We fully support in principle responsiveness to the further needs | 
-. . of Government in its support of university research. Government and 
University officials alike lee 2 comnion incentive; To satisfy the needs 
of appropriate stewardship and financial accountability without dam- 
aging the research that is the purpose of the public funding in the 
first place. ; f pe ; 
' Thank you very much for this opportunity to speak. 

Mr. Fegwratn. Thank you very much for a very meaningful state- 
ment in Which vou point out some of the difficulties involved. I hope 
this new approach will produce some results. 

[Dr. Heard’s prepared statement follows :] 
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"NIH GRANTS AND CONTEACTS MANAGEALENT 7 as 
\ Ee OF House Subcommittes on Intergovernmantal : - : 
vo G _ Relations and Human Resdurces : aS . 3 ’ 


Testimony: Alexander Heard a , 


: ‘ a 
t 


s : © 7 tees Coat teine belie ee ea eased ‘my name in Alexander ae 
\ +7 Hamed, I bave been Chancellor af Vande rbilt University since 1963. ‘Before a | ae 
"HiME Twas Daun of iba Graduate School and Pratansor of Palitigal Sclance ; 
at it the University of Noxth Carolina at Chapel Hill, 2 yepresent the Association 
ol f Amexican Universities. Thase are 48 U.S. watvesisitce that are associated . 
7 together because of the scope of their programs in research, Evaduate esadys 
and professional education I ams | grateful for the chance to appear before you, : 
7 , America's research euverettens regeive largé amounts of federal a . 
ia grant and contract funds appcdpiisted by the oqftens for the conduct of . ‘ ‘ 
mt Fenearch, | ‘The purpose af the *ppropriations and of the research isto - oe 
contribute to busngn idnack My colleagues and commend thia Caamittes's ° ee 
. 7 “support of research ee alao join in its concern that tifactive ways ke employed 
“by Perera and inivaebicins to ensure proper and Productive nse of - = 
yo “federal research, funda, 
a ‘ 


The firat Subcommittee ‘heksings on 1 the: management of NIN Seevenaity, 


grants in'1960 Serene thit tax money tor acielltific research must be | ; ; . 2 
administered aan pablo: brat Subsequent Teports in 1962 and 1967 re- 
, examined iseuss of fiscal sccountabiity : et ; oa 
. eoeae® . ‘ . . *. . 
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In the years since, universities have been subject toa growing body. 


of regulations and procedures as government has sought to nieet its 


responsibility fo ensure fiscal accountability~-to be sure that recipients of : 


aoe. federal research funds use the monies given them in the ways, for the 


, ere and with the results intended. The task is act easy, The ultimate 
benefits of basic sesearch are aommatines difficult ¢ recognize, are often 
much delayed, and are frequently reaclied:- by circ aioe rane sees 
routes --but te the long run they are essential to the health, security, and . 


* ae + 


productivity,of a nation. Those engaged in research, and others who - 


understand.their stake in it, very much wast federally funded research 


activibies to command the confidence of the Congress and of the country. 
be * 


‘' Thie Comniittee has made it clear that such confidence depends not only on 
Ls Sede Agee ge. ; 


the ultimate substantive reaults.of vesearch grants and contracts, but also | | 


on their proper detailed administration, do not think it melodramatic td 
, a er aay that the vo achievements of the American political system 
\ a a ‘ : ae) . 
concerns: one, for ths anersraty attainment of public goals expreesed 
ws “ ‘ - ue : ‘ : . 
through representative government; and, two, for the pursuit of those goals 


by means that meet expected standards of probity and confidence. It seeps 


to me that the iasues before us are simply how best to accomplish both 


_ those objectives. The issues themselves are not simple, but it helps to 
know, ‘and remember, that government and university objectives are the 
oa . x , 


eame. 


wo 


; over ita two centuries have stemmed to an essential degree from these dual - 


- 
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‘Two othe r persons are with me toddy to teatity at this hearing. 


. 


Our elias to contribute to better understand ng will be divided into tires 
parts, I wilt bites some comments on the enviranment within universities, 

' ia which productive ‘reasearch eccurs, and about some problems with nepexting 
practices that have not yet been entirely solved. Dr. Max Binkley, Vice-President 


for Fipance, Colorade State University, will give his views of progress 


universities have made in complying with audit requirements, -and of remaining 
differences between the government's neads and the university's situations. 


4 7 “ 
Dr. Thomas Bartlett, President of the Association of American Universities, 
: ° ff . : : mae, +? « 


wilk discuss proposals that may help us to reach an accommodation. 


Ina notable speech this past upring, Elmer Staats, Comptrolier General 


of the United States, said that government support of veveareh faquives us. 


to ask how “appropriate stewardship" and “adequate accountability of public 
funds" can be assured without ‘unposing excessive controls, direction, 


and administrative burdan on research Srantees that would inhibit freedom of 


intelectual inquity and efficient performance of research. ” 


Mr, Staate understands, and the universities understand, but perhaps 
the public does TR aweys ‘fully understand, that appropriate stewardship 


depends panda nentalty and ultimately upon the process known as "peer review." 
What is the process of peer review? Most research supported by tlie federal 

\, aa : 
government is sa highly specialized it cannot be understoog or judged adequately 


by persons who.are nat themselves competent in the work in question. The judg- - 


>. . : 
"ment of whether research proposed or research completed i's worth society's 


‘\ 


~ 


inweatment must always in a uniquely important way rest with persons 


pwoleunioia ly Knowledgeable of what has siseady been done and of oak ought 
_to be done. The criteria for judgment aveltsiily welt established: the 

importance of the problem posed, the scundit of the ways comand for 

studying it, and the aetleveuet and potential of the investigatox. 

One of my Vande rbilt faculty colleagues who sexved on an NSF 

advisory panel ia 1977 and 1978 conimanted fiat three timas a year ee 

spent the bettas part of three sunehiande reviewing stacks of grant applications 
to be discuased later ata Washington-NSF wasetitigs This net professional. 

evaluation is part of iin a review process found throughout the American . 


research communities, And assessment of reaults is no less thorough by 


the community of scholars, in the universities, in government agencias, 


. ‘ . ' 
4 


In seeking ie ae appropriate stewardship of federal research 


and elsewhere, 

funds, universities and government alike confront the fact that by to natiee 
‘ ease eeun ch is difficult to euninats: Neither its theoretical nor practigal 

applications may be realised for years after the work is beasecete ae The character 
of scientific inquiry requires researchers ta change direction when their data . 
and fiadings indicate they should do so, Proving an hypothesis wrong can con- 
stitute as great a success as proving one right. An supensive project inay be 
the epitome of good science, yet show only negative results. To evaluate com- 
Spetently a searching process at the edges of knowledge, vigorous peer Sualuation 


— ry 
is essential, Such peer review is the only feasible way to provide effective 
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cantral of the quality of research, . even the most knowledgeable specialists | 


are fallible, #0 the process will not invariably be perfectly performed, 


But this is the best way we have found-to assure the substantive quality df 


research supported by faderal funds, ‘the best way to dis 


"of appropriate stewardship, 


charge the obligation 


. 


_ 


‘American actence fs on- the whole second to none in che 
world. A recent NSF study found that wore than 70 percent 
of the wost significant advances in the fields of astronomy, 
chemiatry, and earth sciences had been achiavad by scientists | 

at the nation’s major research universities. Biomedical : 
research in university wadical centers properly gets credit : “re 
for ridding the world of infantile paralysis and it fs 


' , waking drawatic progress againat comteaporary scourges, 


‘this accountability among themselves through’ peer pressure, 


including cardiovascular diseasa. 


a) 


Such results constitute one kind of accountabilyy. Scientistg enforce 


‘ 


« 


The nature of present concern about financial accountability--as 


pifferent from appropriate stewardship--is relatively new. How to achieve 


necessary ‘financial accountability’! without hobbling the Vappropriate steward- 


\ 


ship" ta ihe question, What are the best methods of administration and record- 


keeping for the research partnership of government and. the university? 


4 


* 
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4 : Auditing aErncise fave focused attention mainly on the ways ‘personnel 
G € 


costs are charged to projects financed with {sderal mietieys and on transfers 
a3 costs (that ia, money} between Sieincts, Theses two matters are complox 
{ : 1 
a 4 


pecause universities iat several interconnected finetions airmultaneously,. 


snd on Deehots personnel do so too,. These functions include teaching, ‘research, , 


extension services, consulting services, and ‘patient care he university hoapitals. 
In ‘the major industiral laboratories & ccteatiet may concentrate all of his 

time and all the facilities of hla laboratory on one program, Faculty eudiate 
are almost always duing several things at the same time. Their facilities 

axe almost always being used for several,things at the same time. Yet the system. 
of reimbursement for allowable costs by which the federal government supports 


xesearch requires that these functions for accounting purposes be separated . 


_ end charged for separately, 


€ 
, i 


‘ 


The classic case is the professor in a madical school, He performs 
; . e s 

many functions simultaneously. He teaches goveral types of students whilo 

“he is conducting rounds on patients who axe under his clinical care, and some: 
‘ 7 ; of those re may also be the subjects of research projects, It ie difficult 
to decide how much af the professor's salary to allocate to th} federally | 
sponsored project. Or to patient care, Or to inbbruction: ; Similar problems 
o. of allocation occur when a professor teachas wivasied peedisate students 

primarily by employing them as assistants in conducting federally funded ‘ 

‘ Fesearch--a process, incidentally, that greatly strengthens American sciences 


He does not easily know how to separate and document his time and effort , 


each day, or week, or month, for eachactivity, Weailed requirements 


f ; ’ 


‘Some suppliea’ may be used by all three Projects, bat not in piectnaly the 


re) 
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for documentation arg capecialiy difficult to comply with when an investi- 


the price were simply his convenience, we would be less Se The 


« 


gator neves {rdmone activity te anothe r, including from one research unde r~ 


taking té another. | Reatricting @ scientist's flexibility can exact « price, If 


danger any be ta the kind of curiosity and instinct for exploration that 
characterizes the best research scientiate., — - “ 

The oie of cost transfers among projects has also ioee a source 
of difficulty. eA faculty ETDS se have three grants to support three 
Separately funded medical research projects that he carries out in one laboratory 
as part of one cere term research program. How to handle such grants in the 
financially mast respons ible and efficient manner is not always sel ‘evident, 
aame arene: Diligent attention to detail can. ‘help to keep the accounting 
straight, buf it is hard to see how to avoid at least some arbitrary allocations 
and a lot of costly clerical work. . Same progress has been’ made with this 


Pa complex accounting pussle, but problems remain. Several experiments 


ark underway to try to solve them. 


Eederal officia and federal agencies are much aware of the problems 
posed by various accounting requirement dl, In the apeech to which I referred 
earlier, the Comptrafler eanans saiMthe (ewes : 7 , . ‘ 
We in the Federa rnment, in regard to basic 


research, Mnust undesitand that fiscal accountability is only a means 
to insure that research is carried out, Such accountability is not 
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an end in itself. With this in mind, the Government needs ta review 
how « standards for accountability are affecting university reseaxch. 
We need to recognize the unique needs of thea universities--that accounting 
atandards developed by the Government far nonacademic institutions 
may not be appropriate for uniform application to universities, Thus, 

‘accountability must be achieved in auch a way as to minimize controls 
-and time consuming administrative procedures, which can detract from 
rasearch.: For example, the Governmant should explore simplified ; 
procedures to allow university researchers to agrvee befare a project - 
begins on the percent of theimtime to be allocated to an individual grant, 
By subsequently only reporting to the sponsor any significant changes 
to this initial agreement, the researcher may be able to reduce the 
srpount of paperwork involved with timekeeping. 


These comments seem to me right on target. The simplified procedure : 


for reporting ‘effort that. Mr. Staats describes has bean advocated by 


aivessnen? for some years. Thomas Morrie, Inspector General of DHEW, 


rr sympathetic to expaxfiments with it. Ciavecustions are 9 underway 
with HEW officials about conditjons for such gxperiments, Tha most serious . 
of the financial accounting problema are, indeed, those arising fram. mttemes® 


to report the pipportion of effort devoted to pavileuias academic purposes, : ; 


“We have beep glad to see that both HEW audit officials and Nii operating officials 


have codoreed & plan to grperiment with lump-sum grants--as opposed to 
cost culnbuseebie geukta ited predominate in both NIH and NSF. Under 

ve proposal for lump-sum grants : a » budgets in pro- 
posals could be subject beforehand to even more sazsious scrutiny than they now 


receive, The government would pay an approved flat sum to the university 


to cover materials and personne) costs. There would be no post audit of 


’ 


ee 


fe eS 168 

4 : - 

* ; 
individual projects, but universities should | expect periodic audite of their 
financial management systems Bo that government an be assured rat proper 
management contrals are being exercised. This form of ‘Brant is ao 
suaranteed peoares; Other forms may be better for some ia oma We 
pad te experiment. 

Regarding the problem of coat transfers, six of our universities are now 
Conducting an experiment jotatly with the National Science Foundation, 


"The experiment id daviguad te discover whether the resources of 3 a number 


of  tedapady upped projects can be combined ina a single academic daneriiwae 


without reducing flacal accountability. In the anpetiiients which ig co- . 


. aponsered by the Assuciation of American, Universities, the NSF delegates 


ast] 


- to the university authority for shifting funds wikia siagle grant award 

nd patwaan A lreitee projects On condition that such transfers are properly 

documented). . . 
‘Mr. Chairman, my eollecnias and {fin America! # paramount research 

unive. reitios sre pieaued with initiatives taken by fedexal agencies to came’ 
to [ripe with the kinds of ee } neve mantioned. Government and & 
intleveniys offic lals alike have a common incentive: to satisfy the needs 6 ‘ 
i stewardship and Hakebt accountability without damaging the 
rer that is the purposes of the public funding in the. first place. We au 
have much to do ih this. world of ours that becomes new every day. Problems 


abound that Will not be salved without highest quality research. It is to the 


nation's benefit that much of this research be financed by the United States 
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; Government. We must therefore find workable methods. o accountability. 


To perform their obligations to society, universities need govemmment 


\ 
’ 


support of research; the government, on behalf of its race needs the 
yeadlts of effective research, The general welfaxe requi on us to work | 


productively together. * 
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testify before we proceed with auestions. ig 
Dr. Binkley, vou may proceed. 


STATEMENT OF DE. MAX A. BINKLEY, VICE PRESIDENT FOR 
FINANCE, COLORADO STATE UNIVERSITY, REPRESENTING THE 

. COMMITTEE ON GOVERNMENTAL RELATIONS, NATIONAL ASSO- 
CIATION OF COLLEGE AND UNIVERSITY BUSINESS eas 


~ Mr, Founrain: We are going to let Dr. inkley and Dr. Bartlett 


Dr. Binkuey. I will also summarize the highlights of my written 
statement, ai : 

Mr. Founrarx, Your written statement will be made a part of the 
record, a : 
[See pp. 173-182. ]- . . _° 
Dr. Baykury. T represent the Committee on Governmental Rela- 


tions. which is known as COGR tor short. It is supported by 119 mem- 


ber institutions that collectively account for over 90 percent of the 
Federal contracts and grants of higher educayion, 
COGR has been seriously concerned about the extent of adverse 


_ audit comments, the unfavorable publicity, and the adversarial rela- 


tionship, that has developed between the Government and the Institar- 
tious. It is our carnest aia to bring about an improvement of the 
eirciimstances, —_ ‘ 

In our pereeption the Government and the institutions have hothy 
contributed to the situation, and the joint action of both parties is 
essential to bring about resolution of t&e problem. 

It is our conviction that the quality of accountability exercised by 
universities warrants a greater degree of respect than is indicated by. 
the nother that has recently prevailed. - , - . 

The s¥stems utilized by the institutions have provided reasonable 


"assurance that a high proportion of the Federal funds haye been used 


as intended. More often than not, the publicity hus ignored the fact that 
the research anil other services have act ually been performed and that 
program accountability exists in peer reviews, program reviews, and 


technical reporting, The publicity has also overlooked the fact that 


wlegations of misconduct for personal monetary gain have been very 
fow. 

The actual erux of the problem is the thoroughness of the record- 
keeping maintained b¥ universities and the degree of precision which 
universities have exercised in using Federal funds only within the 
narrow confines of each individual contract and grant, There have 
heen accusations that at times some of the funds intended for one 
(Government project have been used for another Government: project, 
ov that sonw of the funds intended fara Goverument project have been 
used for a nonsponsored institutional activity such as the instruction 
of students. 

Wherever such an incident has actually oceurred, it has constituted 
a Violation of the terms of the contract. or geant. One of the basic 
reasons for sueh occurrences lies in the disparity hetween the compart- 
inentalization imposed by Government and the indivisible character: 
of the faculty cesearcher's activity which does not lend itself to com- 
partmentalization, As long as this disparity exists, it seems likely 


‘ 


t 
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that we shall continue to encounter problems. Tf the Government could _ 
see its way to relieving the degree of compartmentalization by broaden- 
ing the scope of the funding awards and by accepting a greater degree 
of reasonable approximation in costing, a fundamental problem would - 
he alleviated. ., - 

Other factors, less fundamental, have aggravated the relationship 
between the Government. and the institutions, In regard to the role 
of the institutions, the following is tobe said: o 

One: Reputedly there have been isolated cases where Goyernment - ’ 


funds have been used to solve problems of underfunded institutional 


_ activities that the Government did not intend: to support. Tt is the 


position of the organization whigh I represent that such practice is 
improper and cannot be condoned. , - Zz 
. ‘Two: It-appear§ that somo institutions in the past have been slow 
to make changes 4n financial management systems that comply shia 
changed standards set by. the Government. One reason ‘this occur 
was a peretived. need: to apply scarce resources directly to basic o 
tectives, such as the “educational mission, rather than to the sea 


-. istrative function,,of the institutions. 


. 


Three: Institutional administrators,-attempting to reach a bal- 
ance. between insistence by the Government for neat’ compartmental- 
ization of costs and the resistance of fueulty members to alien re 
‘quirements, have ut times adopted measures that were acceptable to 

_ neither the Government nor the faculty members. i | 

Actions on the part of the Government also have contributed to the, 


«. difficulties. : 


One: The Government has been inconsistent in the application of 
its standards. Froni'the early 1970’s through the. mid-1970’s, al- 
though Government regulations did not change and although there 
is no indication that institutional practices underwent any significant 
deterioration, the severity of audit criticism increased substantially. 
Frequently: agency fiscal officials and agency auditors no longer ac- 
cepted practices which they had previously accepted. In many in- 
stances the new criteria came without advance notice and in some 
cascs they were applied retroactively. Sometimes the new criteria 
went beyond the requirements of the regulations. Institutions found 
themselves accused of mismanagement for carrying out the very prac- 

‘tices that previously went uncriticized, eat 7 
Two: In the new adversarial environment that developed, in- 
stitutions came to.perceive that some Government agency officials and 
auditors were taking a denigrating attitude toward the institutions. 
Their goal seemed to be to prove that something was wrong. Had 
they heen more balanced in their conclusions, had they endeavored . 
to assist institutions in strengthening their systems, instead of de-. 
-erying the overall quality of management,.the problem would not 
have grown-to the current intensity. : _ 
In the face of these difficultics, there has been-a concerted effort 
‘within higher education to upgrade the administration of Federal 
programs. : ‘ ce 
’ At the institutions there has been widespread positive response. Con- 
tact with humerous institutions over the past several years indicates 
that they have been reexamining their practices, redesigning their sys- 
tents, and implementing strong measures of internal control. 
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Evidence is given in my written statenient on ‘page 6, which reports 
the results of a current survey on the two matters—payroll distribu- 
tion knd cost transfers—that have received the greatest criticism. It 
shows that many universities have upgraded their systems, often at 
their own initiative. Oo | 


Adventof new Circular A-2L provides an opportunity for a reduc: ” 


tion in the extent of adverse audit coniments und improvement in the 


relations: bet ween the Government and the institutions, If both parties 


conscientiously and reasonably adhere tothe intent of the new cireular, 
relations should take a tur for the better. There are reasons for hop. 
ing that generally this may be the result. . 

fowever, the new A-¥1, ‘unfortunately, contains some inconsisten- 
cies and in certain places lacks clarity, aspocts which could bring about 
more disputes. 

Moreover, the new document imposes # still greater degree of com- 
partnientalization of costs. In the process it adds significantly greater 
administrative costs on the institutions, . 

One feature of the new A-21 well illustrates the difference in con- 
cepts of precision and documentation that underlie the disputes be- 
tween the Governinent. and universities, At the bottom of page 7 and 
On page 8, my written testimony explains that the Government im- 
posed additional requirements to the monitored workload system of 
payroll distribution as proposed by the institutions, One of the addi- 
tional requirements imposed ig virtually unattainable. Consequently, 
in their desire to avoid audit disputes, the institutions are reluctantly 
foregoing use of the monitored workload system. That system had been 


conceived to reduce administrative burden, particularly on faculty re- ° 


g searchers, Of 268 institutions, only 1 percent plan to use the monitored 


workload ‘system. . ee 
The differences between the Government and the universities in this 


and other examples lie in the Means and not in the ultimate. objectives. 
Wa finly agree that institutions mtist be accountable for the public 


funds they receive, that regulations must exist. which set. standards, 


that universities must be responsible for meeting the standards, and 
‘that validation of-compliance must oveur in the form of independent; 
external reviews. | ts a3 
Woe hasten to add that the fiseal and audit standards should be made 
More appropriate to institutions of higher education and that they 


4 


should be directed more toward reasonableness and less toward a de- 


gree of precision that may be unattainable. 

“In & new joint endeavor we believe that fiscal and audit standards 
could be developed which provide reasonable accountability, which are 
attzinable, and: which are net overly burdensome. To this end, we rec- 
ommend the creation of a joint task force consisting of representatives 
of both the Government and the institutions toundertake the develop- 
ment of broad guidelines, The guidelines would then serve as a foun- 
dation for the establishment of new fiseal and audit standards, thereby 
contributing fo a renewal of a partnership between the Government 

. and the institutions and to a more effective performance of the re- 
‘Search prograni of the Nation. 

Mr. Fouxraty. Thank you very much, Dr, Binkley, for a state- 
ment that shows us that another side of the eoin has beer taken into 
xecount. ‘Lieke 

{Dr. Binkley's prepared statement. follows :] 
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THE COMMITTEE ON GOVERNMENTAL RELATIONS. _ 
NATIONAL ASSOCIATION OF COLLEGE AND UNIVERSITY BUSINESS OFFICERS 


BEFORE THE SUBCOMMITTEE ON INTERCOVERNMENTAL 
RELATIONS AND HUMAN RESOURCES 
OF THE WOUSE COMMITTEE ON COVERMMENT OPERATIONS , 
_ daly, 18; 1979 y 
g 
PISCAL ACCOUNTABILITY OF UNIVERSITIES FoR 


FEDERALLY SPONSORED oe 


I rapresant the Committes on Cverimntied Relations, known as COGR, 
an orginizetion affiliated with the National Assoctation of. College and 
, University Business Officers. COCR is independently supported by “119 
; research: universities that ,collectively account for over 90 percent of 
the Federal contracts and grants in higher educations. Individusls who 
‘are active in the organization consist of institutional financial 
ace research administrators and academic ra cen 


COCR has hase seriously concerned | about the ‘extent of adverse audit 


comments on the financial ‘managenent systess of universities, the unfavor- 


able publicity that has resuleed and the adversarial relationship that 
has developed batween the Federal Government and institucions of higher 
education. We wish to do ayerything possible to bring about an improve- 
meat of the circumstancee. 

«la our parception the Government and the inaticutions have both 
contributed to the situation and the joint action of bath parties is. 
‘essantial to bring about resolution of the problea. 
- ‘Te is our conviction thar the qualicy of accountabilicy exercised 
by universities warrants a greater degree of respect than is indicated 
by the notoriety that has recently pravaiiled. Publicity alleging 
scandal and palfeasance cr@ates: an inappropriate public. impression evar” 


iasues which principally involve ame des of account ing pr eiwiea “and 
documentation. 
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The systems utilized by the ‘institutions do evovdde raasonable 7 
“ agsurence thar a high proportion of the Federal funds have been used as 
intended. More often than noc, the publicity has ignored the fact that 
? the research and other servicas have actually been performed and that 
program accountability exiscs in peer re a, program: reviews and a a 
technical reporting. The publicity has a overlooked the fact that Oo 
allagaciohs ef misconduct for personal monetary, gain have been very few. rae 
, Never has chet aspect bean a major problem in the program. With ax- - — o 
ceptions that have been extremely. rare, che Federal f hava only been 
used in the publy€ iocerest which universities sexve, These statements 
‘are incendead nog,to suggesc an absence Of a real probles kyt to put the 
Matter. in a realistic perspective... 


The actual crux of che prohles is the thoroughness of the record~ 
keeping qaintained by the universities and the degree of precision which | ; 
universities have exercised in utilizing Federal funds only within the | M3 \ 
harrow confines. of each ‘individual contract and grant. There have been 

¢ accusations ange at Cimes some of the funds incended for One Government . ; 
projact have bean aged for another. ‘Government project, or that some of ; ( 
‘Shengunds intended for a Government project have been used for a non~ 
| spongored -inatitutional activity such as the {astruction of ‘students. re 

Wherever such an incident has actually occurred, ic has -Gaakatsted 
a technical violation of the terns of the contract ‘Or grant. . At any , 
given point of cime a typical major research university has in excess ‘of 
‘a Chousand differant Government projects, each represented by a oan a 

. contract or Srant, Each is a-sapararce fiscal antigy standing alone. 
a Bach award, intends that avery dollar of expenditure assignad to a : 
project represent, . cost benefiting that projact. More graphically, the . 
situation can be dbsertied by stating that at each Major rasearch 
university there are in axcess of a thousand different: compartments and f° 
each dollar of cost is expected to be accurately assigned to the right iA 
compartment. : 
5 ; ; ; 

The structure of che Federal rasearch program consists of multiple, 

frequently short-term, separate agreements, each: for a certain phase of 


andeavor. This structure in many respects is pee verentey tncompatible 
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With the nature of the activity of che individual faculty researcher. ° 


His or her activity often does noc lend itselt to neat ¢ compartulintaly- 


- —— ie ae es .- 
eo . #ation.: Commonly che. getivicy of the faculty researcher includes 
. teaching at che graduate Level dich itself tavolves research. Often 


ha or she performs teaching and research and perhaps a third function, - 


_ at the very same time. . Frequently multiple research projects af the 
Same faculty researcher are intertwined. So auch of the faculty re- 
_searchar's tnvolvement is in such joint activity that ¢ segregation. of 
" e€fore and costs into neat conrentaeate for purposes of accountability 


is. incongruous and forced. : = 


- ° 


’ 
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To that point must be'added another fact of life at a resdacek 
university. A scientist ‘is- deeply enfossed in the pursuit of new knowl- 
adz no his or her Cield of specialization, with the result that efforts 
tow rd. precistor in’ costing are disruptive and burdensone and constitute 
an imped imenit to the accomplistnsent. of the ulcimace objective. 


: N ; = a ary 
Consequently, a fundamental defect in the strycture of the joint 
-“Tasearch affort af the Government and universities is the disparity 
i « between the compartmentalization imposed: by the Government and the s 


indivisibFe character of the faculty researcher's activity which does 


Pa 


not lend t€salf co compartmentalization, As long as this diaparity 

exists, it seems likely that we shall cantinue to encounter problemsg, - 

“LE ghe . Government could sea its way to relieving the degrae of com 

partaentalization by broadening the scape of the ‘funding awards and by 
e : accepting a greacer degree of reasonable approximation in costing, a 


« 


"+ fundamental problem would be alleviated. 


between the Government and the inscitutionsa. In regard to the role ae a 


- —_ . 


8 {nscitutions, the following is to be said: 
u, 


' , ; 
:y Reputedly there haye been {solated cases where Government 

fuyes. have been used to solve problems of underfunded ac- 

tiviries, that che Government did not tatend to support. It is 

. yoo «+ the posttgon of the arganization which T represent, thag such — 
‘ : . practica 4s improper ang cannoc de condoned. 


s 
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‘J , (Other factors, less fundamental, have. aggravated the relationship — 4 


a a 


re 


Tt appears that some institucions in the past have bean slow. 


i) 
e 


CO make changes in financial management systems that comply . 
WER chadged scandards sec by. the Goveenment :-- One reason’ this” * et 
_ occurred was a.perceived nead to apply scarce ragources 
. ' directly to- basic objectives, such as the educational mission, : 4 
, rather than to the administrative Eduction, Of the institu- : 
thong. tt should be notud that on the one hand universities 
" were asked to expend more funds on administracion and en the ad 
other hand they ware criticized because of increasing indirect 
costs. 
_ : - . . ‘ 
3. Institutional adsinistrators, attampting to reach a balance 
between the insistence by the Covernmant for neat compart~ 
mentalization of costs and the resistance of faculty members 
. to alien requirements, have at times adopted measures that. 
‘werd acceptable to neither the Government nor the faculty ‘ 
members. The self-ruling character of a university makes | 
difficuls the effective imposition of administrative regi- — 
mentation. Faculty members have major roles in the appoint- 
' . meat and survival of their administrators. “Consequently, 
. administrators must. continually strive’ for a precarious - ’ 
balance betwaen pressures brought to bear by external forces 
re and Pressures brought co bear by incernal forces. In such 


circumstance, resorting to autocratic dictates ig often self~ 5% 


defeating, is difficulty is compounded by the fact that in t 


‘a mumber of re pects the administration of rasearch is’ neces- 
sarily decentralized in the institutions and by the fact that 
faculty rasearchers necessarily exercise substantial indépen- 
dunce -in their mode of operation, 


Actions on the part of the Government also have. contributed to. the 


difficulties. ; « 
Le * Whe Government has’ been inconsistent in the application of its 
standards. ftom the early 1970's through the mid 1970's, a 


alchough Government regulations. did not cpdage and alt hough 


there: t's ne inddécation that institutional practices underwent 
‘a 
5 a 
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any. significant ‘deterioration, -rhe severicy of audic cricicias 
: “increased substantially. Frequently agency fiscal officials 


and agency auditors po longer accepted practices which thay 


had previously accepted. They applied new interpretations and 
somer ines thay imposed requiremasts which went, beyond: existing 
regulations: Ac times they applied new standards retroactively 
without advance notice. Institutions found themselves accused 
of uismanagement ba carrying out the vary practices thar . 


previously were accepted. | Naturally. the institutions clained’ 
that the Government was ucfair. , 


2. In the new sjversarial environment that developed, institu- 
tions cama to perceive that some Government agency officials 
and auditors were taking a denigrating attitude toward the 
institutions. Their goals seemed to be toa prove that some— 


thing was wrong. In some instances auditors failed to acknow1-. 


edge that ag institution had on its own previoudly uncovered a 
deficidhcy and had taken remedial steps. At times in their 
cogmenta audicors overamphksized findings that ware taolaced 
acd relacively insignificant. They took positions that were 
= perceived by the {nsticutions &@s unwarranted. by the overall | 
-circumatances. Had those agency fiscal officials and auditors 
been more balanced in cheir conclusions, had they bean more 
“constructive in their approach, had chey endeavored to assist 
inscitutions in tie ees their systems instead of de- 


crying the overall quality of management, che problea would 


-fot have grown to the curranc inteusicy. as 
: j . , : : Ca . 
In the face of these difficulties, there has been a concerted 
effort within higher e fon to upgrade the administration of Federal 


programs. In workshops and sytposiums, a published articles and 


newsletters, in messages from heads of the.associations, the theme has 


repeatedly been emphasized that institutions must be alert to any sub- 
standard practices and any deficiencies, and chat they must, on their 
awn initiative, Cake prompt steps to remedy them wherever they exist. 

f . $ * e 
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‘At the institutions there has been didunpread positive response. 
1. Contact with numercus institutions over the past several years. indicates . 


- aootharthay have been veexamining their ‘practices, redesigning their 


systeus and inp Legent ing stronger seasures of internal ‘control. That . 
this is so is show in the results of a currest survey on- the two matters 
payroll distribution acd cost transfers--chat have baen subjected ta 
the ‘greatest criticism, ‘ 


Of 97. COGR ae. institutions responding to a questionnaire, 56 
perCent reported that within the last five years they had made signifi- * 
cant ‘changes fa their systems of payroll distribution for the purposes 
ef strengthening compliance with the regulations or for the purposes of 
satisfying federal officials. an additional 18 percent said changes had - 
heen planned which are either not ready for implementation or axe being 
deferred.until they can be implemencad with the modifications required 
by the new Awl. Of chose inaticutions which have implemented signi- 
ficant changes, 39 percent Teported that the changes ware self initieced 
without being required spacifically at the individual ineticutions by, ~ 

federal officials, and another 4} percent said the changes were par~ 
: tially salf initiated and partially required by the goverment. Only 20 
partenc attributed os changes exclusively to federal offictais. . 
With respect to cost. transfers, M97 institutions responding, 91 
"percent reported that within the pasc five years they had increased 


> €Ontrol measures to better assure that transfers are proper and are t 


v adequately justified and ceoumented: Of those institutions ao reporting, 


49 percent said the changss were self initiated and an additional 40 
parcent seid the ‘changes were partially salf initiated and partially 
required by the government. Only Ni percent, attributed the changes 
exclusively to government officials. These figures qtacnstraye notable 


-_ 4 


. diligence. by universities, much of it self ntrase 


(On March 6, 1979 revised costing principles, designated as OD" 
Cireular a- 21 were issued, to be implemented with each tauvdtutiadal 
Pticat ya@ar beginning after October 1, 1979. Throughout universities 
significant work is prasenyly underway to prepare for implementation. 

. The attention being given to the new requitements\ is indicated by the 


* 


burdensome, part 


ty 
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ges sim four symposiuas yiveli by COCR in ‘various cities Gute actenael 
dy 535 individuele fros 268. instirutions. = ar 
a e 

Advent of the revised principles provides an opportunity for a 
raduction fa the extent of adverse audit” ‘comments and improvement in the 
r@lacions between the Governmant and the institutions. Tf both the 
institutions and the Goverqment conscientiously and reasonably adhere to 
the intent of the naw Cirgular, relarions between the fSrries should 
take a turn for the better. 
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Thera is reason to Selieve hax most institutions will: do @ com 
pecent job of implementation. They want to avoid reliving the experiences 
‘of che peat. They are on notice as to what the oew requireuents ang. 

This time they va received notice in advance. Institutions know 
changes are a and they are given time to make the changes. 
There is veasqu also to be hopeful that Government offictals welcome ,the 


opportunity co apply che new criteria and avoid repetition of the past. 


‘Mowever, the new A-21 contains, some inconsistencies and in certain ty 


. places lacks clarity. Those parts may lead to the cregtion of new 


disputes or the cencinuacion of old disputes. oat, 


More over che new document imposes s still greater degree of 
ee In the process ic adds significantly 
t 


greater administrative coga# on institutions, which will tend to in-—_ . 


crease Che; burden on Che scarce institutional resources available for 

adpinistration and-on the share of AGRINS AC ERE AVS: costs borne by the’ 

Goyernment] as indirect costs. , 

eature of the new Circular A-21 well, iLlustrates the difference 

ts of precision and documentation that underlie the disputes 

batvaen the Government and universities. In the process of revising the 

Circular, the Government aoygtee higher education to propose an alter- 

nativd system of payroll distribution which would not be encumbered. by 

the {omanse paperwork required under the personnel activity reporting a 

system of after-che-fact cartifications~-a system which ,is administratively 
ae on faculty researchers. The inbtitutions ‘ 


% ‘ . . a 
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proposed the ‘monitored workload system, a method of predatermining 
payroll distribucton based on dseipnea workloads, similar to internal ‘eae 
bud ting ayntees which gost inaticutions scandy utilized. The system 
would) Waquire continuous monitoring to assure that any significant 
changes, io plignned workloads would be recorded. ‘In the proposal made by .° 


’ higher aducation, only significant changes in the predetermined dis- 


tribution would have to be Facorded in the monitoring process. At that 
Cima a4 survey af Sl institutions indicated that 52 percent would adopt 


the’ method throughout their insticutions and an additional ai paecant 


would adopt che system in certain CRERapattonel wabeeen: 
s 

But in Circular’ A-21 the Covernment made several charges in che 
system as proposes by the institutions: © The wost noteworthy change was 
co require thec all changes in. workload had co be recorded and then only 
those changes that were significant would be encered into the accounting 
charges. , Insignificant changes to workload occur daily, perhaps aven 
hourly. ®aquirement for the notation Of all minor, variations in activity 
is virtually unattainable. “Yee failure to maintain such « record and to 
preserve it for audit could, under the wording’ of A-21 lead an auditor 


Ca report an adverse finding -on ‘the payroll distribution systes, claiming 


Bhat the required documentatiot of monitoring is missing. 


Another change.made by the Government was Co Limit” use of the 
monitored workload system to only. professional employees. For non-, 
professional employees, che personne] activity reporting system must be — 
used. Use of the monitored workload systen would therefore fatal the - 
usa of two different systems within a. department, sn arrangment SaaE 


a 


would be complex, awkward and difticulg to bandage. , . : 


‘Consequently, instead of most ins®S tions adopting the sygctem as 
they originally indicated they would do, the\overwheining choice now is 
to use the personnel meh eviey reporting syst with which neither the 
Governmeat noc the dnbvecdaetis have been satfstied. In the survey “ ; 
Caken of the 263 inscitutions represented at the recent sia em only i 


ly percent indicated that they planned to use the monitored wor 


" SyStam; af percayrt indicated that ‘they would not use it; and 9 percent 


_ Cage 


‘ware undecided. The overzealous attempt by the Government to refine thea 


i : 
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we 
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systems has avidentiy brought ics defeac. 
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To che cradit of ch insri- 
tutions, Chay have recognized che pitfalls inherent in the modifications 


made by the Government and, in thetr: desire to “avoid audit disputes, 


activity reporting system. 


thay“ have rsluctantly chosen to use the sore cumbar some personnel 


effect on che relarionship between the Government and universities, we - 


é 


Atcer Observing these and other developments and evaluating their 


have concludad that the differences between the partias lis not: in the 


objectives but in the means of accomplishing che objectives. 


‘Tha 


objectives of the universities are consistent with those of the Govern~ 


Mart : 


ae ss 
syThat the fiscal and administrative controls should be thosa that 


“create a-ninimum Loterference with the performance of .casearch and 


service. 
7 


Oy 


--That there should be adequate accouncabilicy. 


e 


cessively burdensome’ and: costly. 


. 


‘ 


eo thae the administrative process should be adequate but: not ex-. 


‘Ay stewards of public Funds, universities oust be accountable for 


chem. Regulat fons must exist which provide che minimum standards to be 


ee 


standgrds. 


Validation of compliance with the 


the form-or independent external reviews. 
. . r 


\ bi Fi are a H ‘ 
Universicies must carry the responsibility of meating che 
” 


Candards musf occur in 


standards should be made more aspicupeiate to. institutions “ot higher « 


sducation and they should be directed more toward reasonableness and » 


ess toward a degree ut precision that may be unattainable. 


They sshould 


be directed are toward the prevention of significant abuse and less to 


right compartment / 


1 


an 


oo atcemer to assure that gach dollar: positively, gets fnto exact if the 


4 


; rae rt 
We beliave chat in a new joint endeavor riswal and audit standards 


gould be developed which provide for reasonable accountability, which 


a 


a 


. 


a w 


as 


‘ 


are attainsble Pte anieh are oot oe eunlensoea: 


Toward this aqd ve 


, Fy _ Fecoumand Che creation of a Posar task force, consisting of represen- 


_ ftatives of both the Government ane the institucions, to undgrtake . the 
7 davesopment of broad guidelines. ‘The guidelines would then serve as 


foundation for the astablishmenc of new fiscal and audio standards which 
az contribute toa Yestoracion of a spirit of partnership in the relations’ 


between che Government and the institutions and to. a more 


-yaErOraance of the ‘research program of che nacion. 
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7 eo Founrary. Dr. Bartlett, you may proceed. 


STATEMENT OF DR. THOMAS A. BARTLETT, PRESIDENT, 
~~ » ASSOCIATION OF AMERICAN UNIVERSITIES 


Po a Dr. Barri err, Thank you very much for this opportunity to sum- 
marize my written testimony. 
‘Mr. Founrarx. Your prepared statement in its entirety will be 
. made.a part of the record. : 
ve [See pp. 186 -194.] 
. “Dr. Bartierr. The iieisoa Taal bring us here today appear to be 
arguments over the efficiency and effectiveness of accounting and 
: auditing, but our dificulties with audits are largely symptomatic. 
Our underlying problem is the frequent. awkwardness .in the match 
5 > UBtween, on the one hand, what we do and do very well in our fed- 
- erally funded university resegreh and on the other hand, the funding 
and accounting techniques that we use. - 
~ We are carrying on long- term, basic research progfams in facili- 
ties administered by universities where, teaching, training, and re- 
| search are blended, but our funding And: auditing techniques are 
based on campartnyented, short-term project grants awarded not to 
“universities but te Individual investigators Qa providing reimbwrse- 
ment. for documented project costs. i 
‘ The scientific results are strong. The system works, The accounting 
ix a heudache. 
Of course, universities need to be fiscally gecountable. The American 
© Pople rust be contident that Federal funds are spent as Congress 
intended. . 
We have vome a long way since this committee jreld Anise hear- 


” 


ines on university accountability in 1960, Vhe major niversitios 
have doubled and: tripled the size of their business office Staffs, ani 
~ nearly every operating unit at each university has been drawn into 
the process “ofgge porting on the cost of materials and personnel. 
To increase seal accountability, to get the last measure of pre- 
cision. wwe can go in one of two directions. We ean simply do more 
of what. we are “doing—hire more auditors, make more rules, develop 
2 larger accounting staffs. both -in universities and: in Government 
f agencies—-or we can exumine the system itself and seek 1 ites ements. 
Are there other rules that would provide for accountability and a 
. better fit of university research, there fore heing both Jess intrusive and 
loxs costly ? That is the question. 
: The cost of steadily expanding present efforts to enforce existing 
audit. rules will be exorbitant. As we hire more auditor€in Govern- 
+ ment fgeneies to spend more time anditing more university accounts 
“under existing rules, we produce a parallel ce tat in universities, 
Universities must hire more auditors to deal with t the Government 
auditors: | 
They mist bire more administrators to record and document costs 
in more detail, They must require more paperwork by research 
‘scientixis. They must—and this is eritical—separate conceptually or 
even literally teaching from research so that thgefst of each can be 
inolated and: doc umented, Documentation is theheart of the matter. 


/ 


- aR 


Of course, we can have total fiscal accountability if we are pre- a 
pared to accept the costs in money and the lowered productivity. The 
better way would be to embrave"accounting practices thatanake fiseal se ee 
accountability less contentious and less costly in money and creativity. 

' But we are not going to agree on new accounting practices very . 

qusily. In these strident and adversarial times there is understandably 
4 fear of risks, The aura of suspicion works in the other direction. ee 
Experimentation and adaptation need encouragement, Indeed, they >. 7 
may even need to be mandated by the Congress. ; 7 
a \ In that connection let me call attention to the Health Sciences Pro- 

4 Motign Act of 1979, introduced in the Senate by Senators Kennedy, 

\ SchWeiker, and Williains. It would require the Director of NIH to 
experiment. with certain funding practices. z 
_ | Twould hope that the experimental approach advocated by Senators : 
Kennedy, Schweiker, au Williams might commend itself to this - 
committee and, indeed, to the administration. a : 
One example already mentioned where improvement seemed readily 
at hand is ina monitored workload system of effort reporting. Effort 
reporting clearly is one of the sore points. . 7 
The monitored: workload system has been advocated by Mr. Staats 4 
of the GAO and is very much desired by university research admin- * 
istrators. ax Dr. Binkley poihted out just a moment ago. We urder- 
stand now that HEW may be prepared to experiment with such a. 
system. a . ae 
_ Another example of potential improvement would.be the grouping .—- 
of grants so that they can be administered more efficientlygs a co- - “: 
herent program. In ‘that connection, as has been rcnortd Six : 

» actually soon it will be nine.-universities have begun an experiment | 

— with NSF that would group related projects for the purpose of ad- 
ministration in chemistry departments, Mr. Rilorines of NSF. has a 
prepared a statement -deseribing that experiment which T would hope - 
will be added to the record of the coanimittee! ¢ Rees ted 
_ Other experigients that are well worth the effort include fixed price — 
grants and decentralized grant making as4in the present university 
inaterials resedreh centers. These experiments may show that we-can 
reduce the causes of disputes and deal with the symptoms. . ‘ : 

Finally, let me mention two pronusing developments. One is the . 
Bederal Grant and Cooperative Agreement Act of 1977, which in sae e 
isa prodyet of the House Cantmittee on Government: Operations” Phe «>. 
act was adopted in-response to a report of the Commission en Gov- 
oa ernment Procurement, It requires OMB to determine the feasibility 
of a system of guidance for Federal assistance rograms as distinct 
from Federa) procurement programs. That may bea vital distinction. 

And fgmorrow, Mr. Chairman, Dr. William Sewell will report. to/ 
vou on an independent national commission now at work réviewing 
the mechanisnis and the procedyres by which the Federal Govern- 
ment supports acadenilc research. That commission is the result of 
mutual efforts among leaders of Several Government research funding: 
agencies and spokesmen from scholarly and academic associations. | 

Because you are going to hentfresn Dr, Sewell tomorrow, I will not 
describe the commission, but if is one more important opportunity to 
wet bevond the disputes over auditing and atcounting and to work _ 
out some of the causes that peice ieee disagreentents, 
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I that effort, Mr. ‘Chairman, I would hope the Cae the fund- 


agencies, and the univ ersities cease in any way to be adversaries ’ 


: _in 
a ata ,uidleed, are all united. _ 


I will stop here because I know we are all eaper to get to ‘the 


t 


anes one * 
ies Bartlett’s prepared statement follows: ] 


4 


a. ° . 
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‘ode also for the way we manage federal funds. We intend to 
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Mr. Chairman, members of the Subcommittes, I am Thomas 


_A. Bartlett, President of the Association of American Univer-. &. 


sitios. - Oe ; ; . : ; , : ° 
Chancellor Heard has described some of the. problens 
universities face when they issce federal grant funds: ‘Dr. 


Binkley discussed what we believe to be auditing excesses, 


he 


and it is my task to describe cur hopes for the future. 


; During my testimony, I will describe certain remedies we 
seek that will help us document university fiscal accountability. 
I will also draw the Committee's attention to 5.988, a Senate 
bill that would establish’ certain needed experiments in the | 


search’ for better accounting rules, .and to the promise that the 


Federal Grant and Cooperative Agreement Act of 1977 (PL 95-224) 


may hold. 


Each of our universities seeks ta be accountable above 
f 


all/for the saa | of science produced: in our ‘Laboratories, 


ras 


nies accountable because we believe that the American people . 


‘deserve to know that their tax. money ‘is: responsibly spent. 


The remedies we seek are changes in certain, feaeral ssenuntieg ON 


‘yules. We consider two of: these of particular “importance: Bs. 


first, adoption of the ponitorea workload system as a. dutty 
acceptable neans for documenting effort devoted to: fedezally- ) 
sponsored agreements; second, sarndudion te group related 
grants for the purposes of administration. 7 . eater a 


% 


. 


Monitored Workload 


chancellor Heard, and “Mr. ‘Staats in his speech quoted by x 


m 4 


oe 


Dr. Heard both support the use of the monitored workloag system 


for, reporting on effort devoted to federaliy-sponsored pro- 3 


workloads, *monitored * assure that any significant Suangen : , ; re 

“are recorded. : A ‘a 
During discussions with the qoverpmant: on revisions to 

OMB Circular A-21. the Committee on Government Relations (COGR) 


of the National Association of College and University fusiness 


Officers, presented the university see to HEW and Eas 


ae sad in ‘the. neg arth ‘unsortanately, certain other foatures 
igs cake ‘woke. Sneidea wag Peobaby era viecer widospreas use of the : : ; 
system first, “one. doee Rot: peut yiirhee | of the! monitored 
oe for non-professional pesdinel Recon, OMB qeideedy 
the word “significant” in describing chaliges wn workioall that rao oe 
would have to:.be, documented: and finally, the ome version Janes | ie ee 
; not permit BRECEe —— fact surveys. to capture | faculty adminis- . ee 
“tration ‘and cost~ ~sharing foe the purpose of e tablishing - 
aa) indirect cast rates, (We have given committde ‘staff 2 copy - — Poe 
of our Proposal for a monitored workload. ) 7 , oe 
_ The’ Master Grant Keesaih . = 
Goveryment permission is needed to permit the Gesapina, 
for purposes of administration, of individual research grants 
into a4 Single entity called a master qrant. Such a master - 


. . ‘ 


‘ gtant would make available to the investigator the option : 


an . : Page Three 
a of interchanging funds as necessary and appropriate'to carry | 
7 +. ont most efficiently the. work under related grants or for 


grant projects in the: sama academic department. : - ame 


ae 


oo a eee Rresent.censtzasate. force investigators to treat eack 


grant, ‘as a distinct entity, whose costs must. ba kapt separate. 
from those of other grants. These largely artificial boundaries 
arise from the assumption that grants are by definition ‘discrate 
‘ - projects which “should be kept separate, from other projects in. ; 
(the same laboratoxy or academic . department, While in some cases 
“thre are very real differences in the work done anes< different 
4 Granta RR many cases the investigator vaees his cesgarch as 
_ an overall progran. which is. broken dawn “tnt sieheice Piates ms 
with different , titles for. funding purposes, It is extremely : 
“ f ‘difficult to ddcument very precisely, as the auditors a D2 
appropriate portions of people, appplies, equipment, travel, . 
and so forth‘on each grant. a 2 
Master grants which would permit the grouping of related 
x ‘prajects could solve most Qf these problems. As Chancellor 
Weard mentioned, six universities are now donducting an. 
experiment with NSF to try aut this approach. 
tes oe -In addition to the master grant approach mentioned above, 
which is the principal subject of the experiment that some of 
§ ‘ our cane aan @ conducting with the help of the National 
"  gcience Foundatiog, I would Yike to call the attention of 
ee . the Committee to legislation tntelnuen by Senators Kennedy. 
; “gchweiker, and Williams ‘that would require the Director of 
_ . . - 4 , =» * 


a @ -.-: ° 
“ERIC. aa 
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"IH to ‘experiment with the cations accotinting rules T have ra # 
described. The bill is "The Health Science Promotion Act of . / — 
©1979" (5.988). When he introduced ‘the ‘bill, Senator Kennedy, / 4, uy’: 


Pe Tr think it is time we give ‘serious enbune “to. / an ‘ 
' finding Ways to reduce the paperwork burdens our ca 

ay “Teasarchers while maintaining adequate ac@ountability. ’ 

“he “¢ Ritle III directs the NIH to undertake experimants: ye eat 
in this area with specific emphasis developing, | - ge ae 
better ways to monitor the outputs of/research rather ene 

_ than the process through which the research is under 
taken. The main point is this:; ‘The public is; . ; ; 
undoubtedly more concerned with knowing. that if, pa 
getting value for money. in supporting research tha 
with knowing that each penny ig spent according : 
soma precise ad hoc plan. Research, after ieatiey Coe 
an inherently unpredictable exercise. Flexibialiry ; 
is essential in: taking advantage of ee 
developments. Researchers should ultimately: be / ; ” 4 / 
judged on whether or not they produce an ‘adequate ' 
‘research product. That is ‘the Bottom line. . Whether | 
it is possible to develop a realistic monaepying 


system with that orientation remains to. be 
,But it certainly seems worth trying on an. - experi- et ' | 
mental basis. vee 


t 
. We think that Mr Kennedy's position is bath intel iec- - 
‘fr . 
ewelay sound and aka ‘mt mais pe hat existing 


OMB accounting ryles area the best that we can, get, but we * a 


i. 


& 
—_ beliave we should iiuwationte other possibilities that would - 
# . 


_ Parete as to account gabexty to the American people under" 
rules that are more consistent. with Bsveeneey organization 
and the research process.’ The, expeyinental! approach advocated a 


in the Senate bill is certainly-a reasonable way of finding 


: : ‘ : } oe 
out. e . ; a. cg ; Lig 


* 


Mr. Chairman, members of che committed, Chancellor. Heard 


has expressed our gratitude. fom the Comaittea’ ® intereng in. a: 4 


' cole i 7 
. . Jia 


i? 4. 


ae 


rar 
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oo fj Fesciving.the FOP a ae es cee government agencies and. the 


e, 


*, universities. I hope the Committees will consider a legisia~- 


tive initiative’ like that in $.988. What better way to bring 
a ul together than to examine the accounting rules Closely. and 
= fast new and potentially batter ways of providing for fiscal 


: accbuntahility? , ar 


? 
. 


eo ete eee AL the foregoing I have attempted to describe certain «°* ,. 
. : changes - in’ federal accounting rules which,’ when combined with 
7 increasing experience en the part of ali those involved, will 


enable all parties to be more satisfied with our system for. 
f4acal accountability. I want to turn now to the Federal ‘Grant 
‘and Cooperative Agreement Act of 1977 (PL 95~224), which wis, 
/” in part, a product of the House Committee on Government Opera- |, 
tions. 
+ i 7 : . 
-The Federal Grant and Cooperative Agreement Act’ was 
a adopted initially as a result of a report of the Commission on 
Government Procurement and after consideration by the House 
bal . 
Committee on Government Operations. The Commission report * 
_ drew attention to the confusion between grant-type relation- 
ships and federal procurement relationships. . 
ae Federal grant-type activities are a vast and 
* * complex collection of assistance pragrams, func- - 
, ‘ tioning with little central guidance in a‘variety re 
of ways that are often inconsistent even for similar 
programs. or projects. This sitilatiqn generates con~ 


“fusion, frustration, ‘uncertainty, ineffectiveness, 
and waste. This disarray can be traceti to three 


‘ 


ri | basic causes: ; oe 
ys . @ Confusion of grant-type assistarice relation-~ — 
, Ms .- ships and transactions with procurement. woe 4 


Sw . Eb 4 . rwlationships and transactions: 


Page Six. 


@ Failure to recognize that there is more. than. -_. 
: ; one kind of grant~type relationship or trans 3) 
ere ee action; o eal 


e Lack of Governmant-wide guidance’ for We: 
grant-type relationships and transg 

‘.- (Report of the Commission on Gove 
Volume 3, Part F, Introdyction, pag 
1972.) : ‘eg 


x 


es 
Oe 


Tt No. 95-449) on the bill. 


‘ éperting’ practices: 


“what the purposes of the bill , 
deral/non-Federal relationships 
roperty and services and in the : 
furnishing of assistdhnce by the Federal Government so 
as to promote a better. understanding. of Federal spending 
’ and help eliminate unnecessary adminiatrative requize- 
ments on recipients of Federal awards: to establish. 


are: to characterize,’ 
in the acquisition o 


government-wige criteria for the selection of appro-..” 
priate legal ‘instruments, a clearer definition of the , 
AN relationsXips they reflect, anda better understanding 


-Of the résponsibilities of the parties: to promote 
increagéd discipline in the selection and use of. con- 
tracts, grant agreements, and cooperative agreements; 

_ to ourage competition, ‘as appropriate, in the award 

* of gontracts, grants,. and. cooperative agreements; and 
to kequire a study of Federal/non-Federal relation- 
shipy in Federal, assistance programs that should lead 
to fo development of a comprehensive pystem of me ° * 

guidance fok Federal assistance programs. . 


The law was adopted in order'to cope with problems the 
government and. non-government agencies face in the process of 
inpiemanibing pRegeane chakiate mandated by the Congress. 7 
Federal agencies have just begun. to implement -the law, so some 
‘he disarray to Which the Procurement Commission drew attén- 

tion doneanves and is reflected, we heliave, in some of the 5 
di f “erences that continue a irritate the government -university 


relationship. ~ 


; Page. Saven 


The. ceetear ‘promise of the: new vai lies in the scuey. ef 
. federal Assistance (Programs that ht mandates. - The law requires 
- ‘OMB “to determina. the feasibility of developing a comprehensive 
- oe systen ‘of guidance for federal assistance bdograns! «” "exiating 
et federal accounting requirements are, perhaps, appropriate for 
procuresent relationships between the federal government and a 
-gniversitias or other piaviders) but. they” may be inappropriate 
for the assistance relationships that characteyize federal _ 
support of university sciences, The guidance for federal /assis- 
tance that may result from the OMB study should produce Yiscal 
ecesisteei ies requirements more suitable to the university. 
An my testimony so far, I have asked the Committee to 
examine certain changes that we propose in federal rules w th 
which we are required to comply; I have asked the Committee to 
* . endorse the provisions"of Title III of §.988 (Reauctiion of 
Paperwork), and I have drawn the Committee's attention to the 
promise of the Federal Grant and Cooperative Agreement Act.- 
Finally, Mr. Chairman, I would like to inform the Committes 
; ‘of another important inibiative ain the attempt to improve the ae? 
relationship etween the government and the research universities. 
Last year an independent national ‘commission was established 
, to review the mechanisms and procedures by which the federal 
, Sgovernnent supperts rese@arch in universities. It was the result 
‘of conversations and consultations among leaders of several 


yovernmental research funding agencies and spokesmen from 


i 


‘scholarly and academic agasociations. Membets of the Commission 


' congleted some time this winter. Perhaps this Comittee night 
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> 


were. appointed late last sumer, and its york | has been funded 


by a group of philanthropic. eo The major sovexnpantal 


st% force OR 


’ funding agencies, ‘the GAO, OMB, and ‘the President's. Scierice 
Advisor — ‘assigned liaison, persons: to work with the Com- 


mission. “s understand that you. will have testimony from a 


senior member of thea Commission tomorrow. 


r 


7 « 
The ‘Coumission has said that its principal work will be 


wish ne hear the Commission's recommendations and - te ‘discuss. , 


tham critically. You, gir, and this Committee .t ve had an . 


important nes uence on our understanding of aeaca? accounta~ 


pality. There is so more appropriate audience for the 


‘ Commission's findings. ‘ 


rer) 


I appreciate the opportuni$y you have given ma to testify. 
. : : : 
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Mr. Founrars, T thanly all three of you for pinpointihg the other* 
- side of the coin and the problems which universtties have in trying to — 


somply with the rules and regulations of the Federal bureaucracy, 
T was looking at the statement which Senator Kennedy, with whom 
T sometimes agree. made in conneétion with the Health Science Pro- 


_ motion Act of 1979, That statement, is abgut trying ta pave a praper - 
= Thalatée té be subeewe yet the fesearch without an unreasonable amount 
oof unnecessary and excessive regulation. : 


Atithe same time, we need to come to sone meeting of the minds to 
find a way to have rvasonable accagnting that can:satisfy the account- 
ants andthe general public that. wale we are doing these good things, 
we are doing as many of them as we can with the maney we get and not 
wasting anything. That isabsolutely essential, 


e 


{ would agree with Chancellor Heard that we have made tremendous. 


progress in this country. Without our research programs, T do not 


know where we woujd be. T guess it is better, if we had to have it, that. : 


we minde the progress along with some waste and extrayagance, an 


occasionally some dishonesty here and there, rather than not to have 


the research programs at all, ; 

T think we can find ways to be sure that the money is spent. for the 
research purpoxe for which it is itengled. and less is cated in ummeces- 
sary hookkespie or for other purposes. Then we will get more re- 
search accdgplished, and, ultimately, research will get a better image. 

I find it a tall, XN not impossible, order for the subeommitice to dis- 
cuss your three very substantive statements in the time available this 
morning. Tn, retrospect. we should have allocated a fall morning for 


this purpose. Lam delighted we got Mr. Stepnick’s statement yesterday 


before beginning his questioning. 


© Under the civenmstances, we will do the best’we can to open the dia- 


log today on some of the more basic issues involved in the Government- 
ubiversity rescarch relationship. Then, perhaps,» we can arrange a 


further meeting to pursue this very important matter in more detail. © 


I want to say at the outset, Dr. Bartlett, that I certainly intend to 


study S. 988, to which you referred, to see whether I, and perhaps other 


members of the subcommittee. would want to sponsor this legislation 
in the House. Carefully examining new approaches in an experimental 
setting is certainly a desirable way of finding out whether they work 
orare suitable for wide application. ; 

Perhaps we will never find a precise and perfect answer to this rather 
complex situation invelying so mnany factors, Such as, for example, 
fhe situation where one person hag severf or cight research grants and 
aust docdment the alocation of time and funds among them. - 

Chancellor Heard, T ean appreciate your statements about. the int 
portance of peer review in NTF and: other science spport agengies. 
This is something that, as has been pointed ont, has been given a great. 
deal of attention in past yeatrs by. this subcommittee fn its review of 
the operation of NITE study sections-and advisory ootincils. Based on 

-otr past studies, T share vour Judgment that “peer uaa ile is the only 
feasible way to provide effective control of the quality, of research.” 
JT anticipate in this connection that the subcommittee will seek infor- 
mation on whether the peer review svsfenr can be m ide to operate 
oven mor effectively when we resume hearings on NTH grants man- 
agement, possibly later fhis year. 


‘ ‘ 


rs 


5 : “ ‘ 
Soyo. ’ f a = : 
When this subcommittee examined the management of NIH pro- 
grams in the early 1960's, T got all sort of-calls from some of my friends, 
itt. the University of North Carolina and Duke after we held our first, 
r hearings. Typy were fearful their institutions would lose some Federal 
finds\as a fsult of out inquiry. I donot think that happened. 


my friend, Dr. Roy Parker, and explained to some 25 university rep- 
resentatives, P think they had a better understanding of What We were - 
doing and thy purpose of our investigation. , , 
Those hearings were the first oversight 1@arings held by, the Con- ' 
gress, to-reyview and evaluate-the way in which+tke NTH programs were 
beingeadministered and to determine the extent to which there was 
, accountability. oe 4 a ~~ 
LS As ironi¢ as this anay see the whole Subject of grants management, 
_ andthe problen: of fiscal accountability, arises Jargely because of ‘the 
 @Government’s use of peer-review. Peer review, as you know. xesults 
yin the decision to support the qdiserete reséarch project described by a 
ma investigator, or group of investigators, and: no other activi-: 
ties at his institution. Ffowever, desirable it might be to design other, ° 
more tomprekensive, incthods of researclf support—and T believe you 
_ alluded to this in referring toexperinientation with lump sum grants—- 
tho peer preview system today is directed essentially to the support of 
individi@d] rekearch projects, _— 
Ne This living Yhe case, it appears that the integritytof peer review re- 
we quires tliat thd universities maintain adequate records to demonstrate 
2 undsfintended fora particular project are used only for that 
project, Wi adpéignated by the awarding agency, and for no other pur- 
“pose, however meritorious. a: , - 
. De. Heard, de vou and the Association of Muerivan UTuiversities 
share the view T have just expressed about the necessity of assuring. 
that funds awarded for research projects, jusofar as humanly possible, 
are used only for those projects ? : 
Dr. Hkanp. Let4me make a comment. if Toimay and.then maybe Dr. 
»  Binkleyor Dr. Bartlett would like to comment, 2 . 
Mr. Founvais. Tam not saying that is the best system. Maybe it 
> ought to be changed. T donot know. ae 
Dr. Fev. Peer review does function as vou described fo determine | 
In a cgmpefitive svstent Whieh applications, among many that come in, 
ive hoe likely to be productive in. producing results that have been 
generally sought by the Congress through appropriations and more 
precisely defined by Federal agencies. The scope of research that may’ 
result from peer review projects can vary greatly fron: one to the other. 
. . The scope can he quite broad in some cases and quite narrow in.athers, 
The principle of peer review can apply to activities. decisions. com- , 
* pelitive applications, and researth projects of quite varying scope. di- 
mension, longevity. and purpose, ¢ a. 
T do not think any one of us would feel that just beeanse a research 
activity was funded by the U.S, Government that therefore another - : 
“research activity also funded by the U.5, Government has a purpose, 
that is so’ common to it that yeu can mix.up funds without inquiring 
about it. de not think that would be our view. : 
T think our view would be that where vou have a laboratory, a re- 
search center, addressing a’ major clinical condition or pathological 
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Whanval sent down to Duke with-Dr, Goldborg at dhe initiative ae 


‘ 
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condition+_-for example. «.research center concerned with diabetes or 
come other conditiogghat the Nation as a whole has decided it wishes |. .. 

Yo nttack—when yothave related research activities going on In one 
plate, often by one person, then there is often overlap that makes the 
activities going: on’ in project. A appropriate to project B sind project. 

_ Bappropriate to project C or project A. . 2% xen | 

What is geeded is a reasonible approach to determining how pre- 

«cise the accounting ought to be, In other words. T think there are some 
research activities that are sufficiently common in purpose that that 

~ commonness must be recognized when we are assessing: how crucial the 
problem of cost transfersis. ” ee oe 

The other statement that we made is related to, your quostgon al- 

though not precisely. on vour question, The concern some university 
people have felt has been that in allocation of personnel time often - , 
allocations have to be arbitrary, Tt is not anyone’s unwillingness to Be 
precise, or wv disinclination to follaw the instructions that come with 
‘ederal money, but there isan unavoidable degree of arbitrariness. 

In my university. as T understand it, in the medical school my col- 
leagues make a monthly estimate of how ‘much time they spend for 
particular purposes, There ist degree of arbitrariness in that. Some 
of my own people have argued that it nuisrepresents the case. It is not, 
that anybody wants to misrepresent. it. But you put down figures and |’ 
they give a impressionsof precision that really. is not present, and 
which impression those who put down the figures do not intend to give. 
That issue, plus‘the loss to research effort, time, and, ‘enthusiasm 
that may be involved in the kind of detailed accounting we are speak- 
ing of, those are the two difficulties. - | 

"The individual researcher, as Dr. Bartlett pointed out, is himself, 

- really in fact a recipient of the grant rather than the institution. The ° 
institution isthe necessary vehicle but the award goes to the individual < 
becaus: of his promise and’ achievement. That. individual is very 
jealous of his time and very jealous of the qualities that led him to get 
the granf in the first place. Therefore, he is concerned about tho gen- 
eral ethical question of how precise he can be with the best of inten- ~ 

“tions.and, second. another sort of ethical question—how well he is 
ising his time for the purposes intended -by the appropriation in the 
first. place. . 

I think my friend Dr. Binkley here is sble to speak to this with 
considerably more detail and experienc: than I am..If you would like 
him to respond, Tam sure he will be glad to do so. ’ 

Dr. Binkuey. I coneir with everything Dr. Heard has said. How- 

ever. J have lost track of what:the quostion is now. [ Laughter: ] 
_ Dr. Hearn. The question is this: After all, a research project that 
originates in «a congressional appropriation and flows through an 
agency has been made for rather cardfully defined objectives, The 
awand hus been made by # peer review process that assumes that those 
objectives are the ones to be pursued and certain methods are-to be 
followed in pursuing them by particular people. 

The question then is: Given that specification, is not that concept in 

conflict with any effort. at all to erode the precise boundaries of the 
‘grant in the first place? Isn’t that the question ¢ . 
Mr. Founrain. Yes. ( ~ 
i 
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Dr. Binkury. That certainly js true. What we have formed are neat , 


compartments independent of each other. Each is a separate fiscal ens _ 
_ tity. The accounting is intended to be precisely that way while the | 

‘actual circumstances are broader than that and are all enveloping ms 

- | @ principal investigator's area, _ 3 ‘ : 

se De Bawrnern Tf T may, T would like to make a comment. 

In the course of this morning the term’“cost transfers” has been 
used to cover all manner of things. I think it is vital tg make some dis- 
tinctions within that term. a 7 
For example, the term “cost: transfers” has been. used to apply to a 
‘situation in which funds would be transferred. from a peer reviewed ; 
Federal grant to another purpose in the university. The term “cost — 
transfers” has beon used to talk about the transfer of funds from one - 
project to another by an administrator without a principal Investiga - 
tor's knowledge. The term “cost transfers” hus been used to apply to 
transfers between two projects of the same investigator in the same 
- program area. “Cost transfers” has been used to apply to transfers be- 
_tween two projects bya principal inyestigator when the projects are 
essentially unrelated. The. term. “cost: transfers” has a very, very differ- 
ent. meaning Ur-each case and yet jf we follow the rules, each is 
improper. * 0 Tw a ge . : 5 Nie ea ete 
Yet, one of those kinds of cost transfers where an investigator trans- 

' © fers funds begween two very similar projects, is eminently desirable. 
To forbid it- flies in the face of common sense, good judgment, good. 
practice, and efficiency. 8 ; = 

. With the help of experience and experimentation we can define 

«different PM of cost transfeys and support some.and forbid others. ° 
“ It is patently necessary to-support. certain kinds of cost transfers, for 
— example when an investigator is.carrying three, four, or five reseurely 
projects in related fields in the same laboratory as part of one long- 
term program where he has overlapping at every point. : 
To require that he act as if he were three, four, or five people in 
three to five different worlds is impraper. We have always been thought 
of as being practical and sensibly administering people. Impractical ° 
accounting practices fly in the face of our reason. 
_,« That is not to say that there are other kinds of cost transfers which 
are not complefaly Improper and which should be prevented and which 

_* one of us would want tosupport in any way. | Rey 

May I add one other comment ? I think itis very important tounder- ° , 
stand that we are pralii now about procedures—not waste or corrup- 
tion. The issue today is: What is the proper .type. and ‘amount of 
documentation ta justify government reimbursement of legitimate 

’ research costs, I hope there is no inference here that we are talking 
about waste and corruption, We are talking about arguments over 
procedures. . Sg ‘ 

_ There have been very, very few docymernted cases of corn ption, and 
the argument over waste is a highly subjective one‘in this context. One 
Pperson’s waste is another. person's efficiency, It is important to under- 
stand that is what we are talking about. . - 

Mr. Fousmix. T intended this question:to come later on. but you | 
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have hit upon this point, Dr. Bartlett. ; 
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The master grant approach discussed in your statement sounds very 
* mich Itke the program-project grants that are now funded in NTH. 
Do you mean a master grant in that sense where a collection of related 


ie - projects are reviewed and approved for funding by peer review groups, 
, or do you méan, instead, a situation where. individual project grants - 
vw... an combined within an institution purely for the convenience of finan- 


 ° ejal management? . 
- Dr. Barreerr. I think’we.are going to have to try a number of 
approaches. sae 
— What is happening in the NSF experiment is that aiaaial projects 
which principal investigators have ton through peer review competi- 
tion in a chemistry department by the agreement. of the principal in- . 
vestizators gan be grouped administratively in a common accounting 
process. a a 
There is another thing that needs to be said in this connection. We. 
« underestimate the role pf our principal investigators in. protecting the 
integrity of their own grants, The implication is that somehow people -_ 
‘ egn move money around and no one will say anything. That is a world | 
that the university administrator does not recognize, . a 
One.of the things T think he is impressed with is that he has fo worry 
. ?, > about every dollar of the Grant that-principal investigater has. won - - 
té make. sure it ts used in ways that the principal investigator thinks 
fit his research objectives. It is not a cause where you can move it araund 
and the principal investigator will sit silently by. Were that the case, 
you would not, have one Prof. Phin Cohen here; you would have a 
roomful, . . ; 
- = ' Mr. Founray, Dr. Goldberg, do you have a question ¢ 
Dr. Gotpnerc. T think the NSF experiment to which you refer would 
be a very interesting one to observe. My feeling is that if you get a 
group, of principal investigators, each of whoin has a grant won in- 
national competition, to agree on how their combined resources are to: 
be allocated, and it is done substantially in tetms of the individual 
Ps grant award statements, then there: might be merit to administering 
programs in that fashion. Hae yWer. T will tell you frankly that Tam, 
“very skeptical that individual #vestigators will allow other investiga-_ 
tors to raid their treasuries. | 
see . é Lary e 
As a inatter of fact. the chairman mentioned earlier in the hearing 
that some 15 or 16 years ago we met with the medical faculty of a 
— Jeadtne matical school, T recall very distinctly the chairman's asking 


a 


‘,¢- “the investigators at that, meeting whether they would be amenable | 
toa different kind of a Federal award systen) that would. in a sense, + 
, Wholesale grants provide grants directly to institutions or depart- 
® ments, The investigators, in tur. would compete for thove grants dt 2. & 
ihe institutional or departmental Jevel, ww 


The response, as I recall it, was unanimous; the investigators 
‘strongly oposed the idea gf the dean or some other administrator dis- 
pensing that money. They preferred obtaining support. in national 
competition, | . J 
I think we are looking at.a phenomenon that is not strictly fiscab and. 
it is not strictly sctentific.. These aspects of research performance and 
support are highly interrelated. — 
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_ We start with » peer review system—study.sections and advisory 
‘councils which, in a sense, are a quality, control device. I think that is 
what Dr. Heard was saying. a en ee 
_ Onee the degision has been made that a particular research project. 
‘is. worthy of support, that it should be supported and other competing 
/. projects should not, then-it is not simply a fiseal accountability ques- 
. tion, The larger concern is whether the decisions made throngh peer re- 
view are being implemented. — = ye yey ’ 
While T fully appreciate the difficulties in estimating how much time 
_ or effort. individuals devote to R project, or of determining precisely — 
. what. portion of a secretary's time ought to be allocated to the project, 
- frankly T am not personally persuaded that universities cannot cope 
-— with these matters, | — _ 
* Thore is another kind of situution to which you referred, Dr, Bart- '. 
’Tett, when you discussed the various types of cost transfers. If T under-. 
- stood you correctly, vou regardéd all except one.of those transfers 96 
improper and unacceptable. a re 
Tho-acceptable type of transfer would be the case where,an investi- 
gator has four or five very closely related research projects, all per- 
formed-in a single laboratory, and when the investinater has to make 


é 


rathprarbitrary estimates of the amount of-cheniical agents, time. and ~ 


. whatever else is allorated among them, I think that poses an interest - 


ing question, both on the accountability side and in terms of whether - _ 


ae . hassle tp design better instruments of support for situations of _ 
I think there is a lot of merit to that. But I would ask you whether _ 

_ the appropriate remedy is not one of legislating or administratively 

. Setting up a new instrument. of support to deal with that situation, 

rather than délegatiny discretion to the institution to make those de- 
cisions with rgSpect to the transfer of funds among projects. 

/ Dr. Barriery. Indeed, Dr. Goldbepg, I think that is what I was plead- 

’ ing for, There should be clear undérstandings. whether they be in the . 
form of legiskation or regulations, which would authorize—indeed, I 
think T used the word “mandate”—what you are-calling new instrp- 
ments, new forms which would make things that seem to be attractive, 
but are now improper, possible. My plea is not at all for a-blanket. dis-’ 

‘ __ eretion to go to the institution but. the institution must have some dis- 
_ eretion‘in the Administration of closely related projects. a 

That is where there are two. three, four, or five people in the same 

department working ona common program of investigation all sup- 

ported by peer review programs. They overlap in theirtime, This per- 

son starts here. Another person started at another point. A third per- 


." * son started-at another point, There should be some way of using those. | - 


grants in ways that are not compartmentalized. ‘ 
- 2 ‘That is not a plea for violation of the peer review. I do sot think 
_ that is involved, People need to be able to cooperate. 

‘Tt seems to mg that. the NSF experiment. invites scientific cooper- 
ation. It is noythat you turn over to an administrator the right to raid. 
your treasury. to paraphrase your comment. It is that you can cooper~ . 
ate jggways which make sense scientifically. ‘ | ap 

: Mere are people whq.are willing to do that. Sixteen years has 
: changed a lot. in university and principal investigator experience with. 
* » Government auditing. They realize we have to find new systems. 
. _ : a ‘i 
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_ Dr. Gornrexc. Tf T understand what you are saying, My. Bartleft, . 
-. you are sugpesting that the arrangement would be subject to free con-.. * 
serit on the part of the investigators concerned. This would not be the’ 

”_ situation described in teatimony yesterday where a department head — 
arbitrarily decided to-use an investigator’s money for a completely _ 
different purpose 4 — 

2° Dr. Baareerr. No, if *hat is in fact what happened, no one T repre- 
- sent would support that. kind of procpsa - aa ee 
’ "There is another kind of process that is‘quite different from what we - 
have been talking ubout. It iganother way to get at the heart of the . 
roblem. That is the funding ofthe materials research centers.at NSF. . 
NSF: grants a Tump sum of monoy to edch materials research center. . 
_ The centers in turn grant funds to a oes ala based on an internal 
r review. That process strengthens tha institution's capacity'tocon- . ° 
‘duct. materials research and provides 8 guarantee of quality.* 
~, “Team suggesting that.there are other models, not only the peeled 
_ grant system, that. fit the research. as:we actually have to conduct. it. 
Those models ought to be added to our bE do not think 
AG eason to say that, wo should do away with all the devices - 
wo nd ros but they: clearly ato not adequate for the range of things 
_wearddoing if we are going to beafficient. jg fe 3 
_ Dr. Goroarec. The main point I intended. to make was that there iS a 
+. very,egsontial distinction between enacting new laws or, if itis within 
.. the’autXority of the executive branch, setting up-new support models, 
+ sand uihpring to what universities are obligated to do under the terms” 
of existing instruments. Me 5 - 
, wee Bartiert. I do not think anybody is making a plea to violate © 
the law. Rh a ; : eee . caer 
Mr, Founratn. For instance, one of the scientists wha. testified yes-  , 
terday said he was periodically given a blank sheet to sign—a report of 
expenditures form. He did it for a-while, but it bothered him,.and he 
finally said, “I cannot do that.” They fired him because Ife would not 
sign those blank sheets as to how they handled his grant funds. 
That problem was fund transfers and uses for purposes which the...» 
institution probably thought were legitimate but-which he, as a re-."., 
- searcher, had no way of knowing about. When he found out that some 
of it vas being used for secretaries on other research projects and . - 
things of that iad. he became very concerned gbout it. ee 
‘Dr. Riwxrny, May T add something at this pogt? The circumstances 
we heard described yesterday at the ¢wo institutiens are very unusual 
cirenmstances, These are not what we know at the institutions, 
- The principal investigator rims/a. project. He is the one who makes. . 
- the determinations of what. transactions areineurred that generate — 
- 4 costs acuindt. lis project. He is very protective of. that, project. We 


‘would havea rebellion at our institutions if that were not sa; > 
— Other than the eases described yesterday, the only cireumstance-of 
which I am aware where a department head has interfered is in the 
Fare case where the principal investigator has proven himself fiscally . 
"irresponsible. Therefore, the department head, realizes he has to ride 
wherd-over that PT or he is going to get the ingtitution in trouble. 
Mr. Fountary. Tam sure there are some of those situations also. 
From the testimony that the subcomhilitee has received from GAO, 
in-which it took a broad look at HEW, it appears that for - moment... 
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there, is an impasse between the Government and the: universities on,. 
. What constitutes: adequate documentation of use of Federal funds. 
Despite the recent revision of OMB,Cireular A217 which has not yet 
# gone into effect, it also appears from. the testimony: that the changes 
in A<21 are not likely tosolvethe problem, a oe 
Dr. Binkley has stated that, “The systems utilized by the institu- ~ 
tions do provide reasonable assurance that thigh proportion of the 
Federal furtds have been used as intended.” 7 
Dr. Binkley, is assurance that x high proportion of the funds have 
been used’ as intended; enough? T do not knaw what. you mesa by “high 
Proportion.” If you'said 98 or 95 pereent--— > - hy a 
’ Dr. Binxey, T da not have sucha percentage. ” . - 
. Mr. Fountain. F willnot hold you to preciseness to the penny. | 
| Dr. Bryxiny. 1 do not have such a percentage. Of course, neither 
party is really satistied with any use that is not in accordance with the 
intended use. However, it is still our conviction that T eould stand be- 
hind that statement, although T might not be able to have proof of it. 
Mr. Kounrary: What is your apinion,as to whether it is ne OSSATY, 
‘to the greatest extent possible—and I think we oughten-siy “prac- 
‘ticable and reasonable”-—to demonstrate that all public funds are used 
as intended ¢ ., 2 eo . | 
Dr. Binxret. T feel we have a real obligation to: prove that they 
are used as intended. Towever, here again it is a matter of the degree 
of precision. Tf we can he reasonably satisfied, that may be adequate. 
A question is raised of how much, additional cost should be ineurred 
‘ inorder to attain. some little bit of additional degree of precision | 
when you still ace not going to attain perfection. on oh 
» Dr. Gorpserc. Ts that really the problem, Dr. Binkley? According 
to Mr. Stepnick's testimony. the HEW Audit Agency has found jn a/ 
high proportion of audits that the mandated documentation forsalary 
"und wage charges simply ‘does net exist. There are no buckup .doe- 
uments, as reqnired by the Federal regulations, with respect to after- 
the-fact certifieation, by the investigator himself or somebody: who is 
_in a position to know. of the time and effort put into the projects. 
T wonder if we really know what we are dealing with. Is it & ques- 
tion af preeision in frying to get 1 percent more accountability, or is 
"it something wach more basic, such as the fact that some institutions, 
at least as alleged by the HEW Audit Agency, are simply not. meeting 
their obligations under Federal regulations. . 
Dr. Binxtry. I do not want to put words in Rd Stepnick’s mouth. 
Tfowever, my interpretation of his statement was this: ; 
They found some deficiencies in the payroll distribution systems of. - 
40 or 70 percent of the institutions. That docs not mean that alF the 
payroll doqumentation at each-of those institutions was deficient, but 
that. they ‘and some ‘deficiencies there, There may have been a lack 
_ Of signatures on some of the documents, but many of them esuld have 
had signatures on then! However, a deficienay was vited at such 
institutions, , » line 
Dr. Gorpnenc. We canask him to clarify that point if there is some 
Jack of understanding. T might say, quife independént of his testi- 
mony, that the subegmimittee. staff has looked at_a large number of 
\ THEW andit reportsfThe Audit-Agency has found many, many situa- 
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. tions at-universities where there simply is no documentation of work | 
effort which the auditors could accept as evidenee that the work way * 
« performed and was actually rulateddéo the project. ae? 
- © This seaas to be something more basic thay the question of how you - 
attain some small percentage of greater reliability at the expense of 
a great deal of cost on the part of the university. It is.a question of —* 
- whether the basic documentation exitbs. — - m < 
Dr. Binkner. A number of the institutions have been under what ” 
is called the appointment and workload distribution system as an” 
. alternative to the personne] activity reporting system under the exist- 
Ang arrabgement. ee oe tM eet s 
» +o Circular A-21 does not: require documentation. of the montlly re- . 
_ views. The auditors developed the eviteria that there must, be docu- 
“mentation of the nonthly reviews, Circular A-21 does not require that. 
They then called the systems deficient that were not documenting 
their monthly reyiews, whieli is not required by the regulations, They 
had expanded’ the wequirements and they gave no advance notice to 
the institutions that they were being-expanded, They called the sys- 
tems deficient when they were the-systems that were in<accordance 
with A-21 as stated and had been accepted before, This is the type of 
problem ,ve have encountered. ‘ . bt 
It could be that the review shonld have been documented to begin 
. With, but that was not required in the regulatiogs. 
Dr. Gonpnena. Tn the interest of time, T would ask whether you 
would be willing to look closely at Mr. Stepnick’s statement and sub-. 
mit for the, record.any disagreement of fict that you might have. 
Dr Binkeury. T wonld be glad to dose. * 
~fThe information follows :] 
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s Daax Mr. Fountain: 


ee \- the hearing of the ‘Nouse Subcommittee on "Paterguvatmantal 
me Relations and Human Redources on July 18, 1979, you asked that 1 explain 
. Ag writing my interpretation ‘oF a statement wade in the testimony of. . 
_ Eduard W. Stepnick, HEW Assistant Inspector General for Auditing? Ido 9. 
oT.) AR this letter without having access to 4 transcript of the hearing. o 


Hae ‘he ‘y Fecall tha context,. you yaSaxeed to the statement contained : - 
in wy prepared. testimony which said, “The systems utilized by the - —. ae 
inatitationy do provide reasonable assurance that a high proportion of - 
‘the Federal funds. have fees used as intended.” You asked how L recon~ . 
” etked sy efatement to the statement of Mr. Stepnick, contained in his 
‘prepared: twatimony at a point referring to salary documentation, which: 
anid, "Compliance with the requirements, which have been changed several 
_ times since their adoption in.1958, has consistently been found ta be.” 
_ nonaxiatent ‘or: inadequate at about 70 percent of the major. colleges aod 
“universities we edited - Ps ‘ 


charges have been invalid. My ; rpratation is that, while auditors: 
~ s found soma deficiencias at 70 percent of tha institutions, much or «- 
Substantial portiwa of the sslary charges at many of those institutions 
‘were indeed valid. In the examination of an audit sample, auditors at. 
- times axe dissatisfied with the documentation of a portion of the wauple, 
= but they are often eeeres satisfied with the Soren arson of wont oe Oa 
of the eanpls. . er ; 
woot. “Frow my own bickavound: which includes review of all audit reports o"' 
of approximately 100 major research universities over « four-year apany. , 
I know that tha seriousness of daficiancles in salary charges has varied 
“vor eonaidernb ly - from one institution to another. .I believe that the more. - oe 
, » serious casas were relatively small in number. It is my interpretation e¢ 
that the’ 70 percent referred to.by Mr. Stepnick includes those institu- 
: tions at which minor. deficiencies were noted, as vell as. those institu- : 4 
tose at meh ‘major t oshyarrrganae anlia noted, © _ - 


« 


a F se Ny . “« 2 
. |. Since i baitave: that a giecautiad perked of the salary charges * 
were valid at most institutions heaving deficiencies, and ‘eince: 30 pervent: , 
of tha inaticutions were without deficiencies, it seems to ‘we reasonable 
to donc lude that’ a high erepokeson ef the funds: were used as Satensed: 
' 7 ' While the aphasia ot ‘the statepent contained in my deaeinny ‘differs 
ee 28 ica the eaphasia of Hr.. Stepnick's’ statement, I do not perceive that-one S 
statement. necessarily invalidates. the other... Tha difference in emphasis 
of the two dtatements illustrates the syaxlatdon’ in viewpoints, as 
at described | in: ty prepared testimony, of. tha degree of aeeetttdae necessary 
me _ for yeasonadle and cont ercectave coats Si : Sts ae 
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"4 Max AL Saag Gi Z . 
‘ . Vice President for. Finance 
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- "Dr. Hearn: Mr. Chairman, lest there be ‘any-question, I am sure in. 
"+. Tesponse to this last set of questions that none of us ought to be thought 
_ > +. tobe arguing thet these moneys should be spent for any purpose other 
“ . vthan that igtended, =~ oe So 2 ee Oy 
- : Mr. Founvain: understand that, 0» Be" 4 eS 
-  .. De“ Hisaxn. Nobody is suggesting that.for moment. Kor my part, 
and I think for my colleagues, we would say that universities t ata 
_ opt research: gratits.must do so, and do do so, agreeing tg meet, whiter +” 
ws over the specifications and restrictions of the granture, including those -°" 
for reporting und accounting. © A a ee pe 
+ The difficulties. that we: baye encountered are ‘not always knowing-<.> 
. . + precisely what to do and sometimes, when we do know, there is diffi- -. - 
: culfy in actually dding it. That is the point that has just been made by. 
Dr. Binkley. Tthink there have bean genuine cases ‘of ambiguity or “7+ 
confusion, 4 i a ee ee | ee 
~The message that I would like to emphasize in these discussions is” 
.\ the messagw that Dr. Bartlett has emphasized. That is the question: of 
‘| whether we can try to find better ways of doing-some of. these things, . 
not abandoning any standards that we adhere ta but trying to find 
tter mechanisms. en a re. | 
-\ Mv. Founrary, Thit-is the basic problem, © -°<° the ak 
4. Mir. Stepnick has testified that the longest standing problem revealed © ~~“ 


 byNTEW audits has been, as T recall, the lack of reliable documenta- 7. 

. tion dy support salaries and wages charged to Federal grants and con-. 

tracts. He says, “It is virtually impassible to resolve, salary and related  —s_.. 
charges when large universities.do not maintain or properly supervise 


the after-the-fact time and efforts reports required by governmentwide , 
+ standards.” a : aa ee ee 4 
_ What L would tike to ask each of you-is this: If wages and salaries 
really constitutc<ghiut 70 percent of grant expenditures, isn%t.this the 
crux of the accountability problem? Isn’t it essential that-universities . 
»., Maintain reliable wage dnd salary records to: support charges-to the 
" grants, at deast until such time as the’Congress authorizes—and maybe 
that is what it ought to do, I don’t, know<“broyder forms of research ~~ 
. ape which do not requiroeproject-by-project accountability ? ’ 
Dr. Bartuxer. Mr, Chairman, I keep having the sense tht we need - 
_ fo muke a distinction here, between the question of accounfability and 
‘ cthe problem of documentation. To my mind they aré nat the same 
. , thing. : 2. _ on ‘ 
ne ‘Edo not think there is any question that. universities aiust and*do — 
_ &ecept the requirement that they must. be accountable-for: funds that, — 
’*.. go for salaries and wages. I amr not clear that there is significant evi- 
‘dence being submitted that we are not daingthat. 980%. ; é 
There is clear disagreement“over what is proper Hocumentution. 
That is a highly technical, mechanical, and, on accasionyerbitrary kind 
of issue, an f a oe 
For example, if we.really were Boe to document effort accurately, 
* 8 principal investigator| would have’ to carry aroulideoh “his person & 
o. Way of recording. or have a person follow him-ardand recording, the  - 
~~” following: Wher he goes to the library, what is he ipiding ? When did... > - 
he stop reading that-and start: peading ‘something’ else? When, he is + 
working with a student correcting something he bes ‘weitten which ix. 
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_ part of the research program, what is he doing? To document effort 


“+ Yn that ‘process we ‘confirm that, our obligations are carhies 


“teach the youngster in class, 


. os ~ : se 907 , : ba 


*~ 


accurately would vequire that kind of precision. 


I do not think anybody really proposes that: 


that we really are ising tho funds for the pun poees intended... | 
Every university and college is audited by external auditors. Each: 


has its internal audit processes. We are, not unaudited institutions — - 
_ Whirling in some kind of accounting vacuum, We make public to those 


“who wish to see [tin one form’or another the audits of our programs... 
: i through. 

> Llawever, there is a ditferent kind of documentation that is required . 

under the grant processes we are describing. What we are arguing 

about, TP would repeats is tot whether or not Dr, X did one, two, and. 


und three. 


It is-impertant to separate the substgnee of the problem, which is . 


Jwhat are people actually doing, from tHe form of the problem, which 


is how do we Write itdown in ways: which are adequate. 
Mr. Brows. Wanld. you yield for a question on.that point? 
Mr..Founrain, Yes. ee gto : 
Mr. Brown. As: the father of one no 


go t : we get to that level of,» 
_ detail, Thén-the question arises, What Is enough documentation to prove. x 


w in an institution of higher | 


_. thive, What we are arguing about is ean we prove Dr. X did ong, two, 7 


one 


learning, the moral problem that goes deeper than that is whether or.” 


not-vou are advertiging Dr. X axa research person who is doing the 
work on a Eederal Government projéct and also advertising him :to 
those of us.who'are paying tuition for the educatien of our children 
as the one who will head. the department and administer his or her 
education.in a certain sphere or. perhaps, wonder of wonders, even 


¢ 


. 


What oecurs-to-me is that the colleges mity be getting the best of 


A 


oth worlds, T never knew until you just mentioned it that could call’. °- 


cup the two universities from which T graduated and ask for an audit - 


af their accounting procedures for the money that is sent to them from 


calumnus-or that the Federal Government and my parents paid to edt- 
cente me, My guess ix L would have a difficult time doing that buf may+ 
. be Deould. EF certainly could not. at the one where my son is at college 


how. : — : 
‘The question is what kind of usage of these Federal funds that go 
‘tothe university is really being anade. My guess is that the university 


4 


is savings “Here is the professor who will do this research,” and then °— 


dhey doe one of two things, They either hire a bunch of research as- 


_sistants todo the work onthe Federal grant and he goes on with ‘his 
consulting fee work outside the university or perhaps even teaches a 


class or two.or they wind up with his doing some of the work on-t hat. 


project’ and the TA teaches the elass or gives the leeture for the 


freshman, sophomore, juujor, or senior year, 


"e 


el think it does pat you in the position of liaving the best of both 


worlds. The problem from the standpoint of the Federal Government 


‘is that we do not dymand any results for the most part out of these 
‘studies that ave dorte hy the distinguished proféssors on the fagulty ° 


that most universities-have incertain fields. We niiy get the wheel re- 
invented for the money that the Federal Government spends. 
As the ranking Republican on the Joint Economic Committee, T 


wxign a lot of contracts ‘where professors and others, for not “insiguifi- 


1 
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cant fees, give us the results of their studies, My juess-is the basic | 


_work has already been paid for by somebody ‘else, perhaps even + 


™~ 


anther branch of the Federal Government, We are buying the results \ - 


of those studies in some slightly modified form. . ; oe: 
- Tt isa great gan. [think it is probably needed by tho universities 1. 


ar our tuition fees wowld be much higher. However, where is the line 


properly drawnon some of these things ¢ 


4 
amy 


Der. Barreere. Congressinan, you raise so many issues that -it. is‘ 


«litheult forme to respond te all of them. However, let me respond to: '’. 
the one—: > ds "ge Be 
“Mr. Brown, I raise this as an uccounting problem. Maybe what we. 


— > “need is the Anierican Society of Public Accountants or somebody to 


—_—— 


4 


‘come in and give us standard accounting procedures and‘alf that for 
universities. T think that treads closesto the line of interfering with the 
traditional aeademic freedom: of universities, God kngws this com- - . 
-inittee has done too niuch, in that area already with th Department ~ . 
of Education. (Laughter. ]: ce ae 2, re er ee 7 
Dr. Bartierr. Personally I agree with your latter statement very 
“much, but tiat.is anothermatter. -  * 9 _ Oa 
Mr. Brown, T did not mean this subcommittee but the full 
coniniittee. wee 8 sh s. = nS Rees eo 
+o Mr. Fountain, He meant the Committee on Government Opera- 
“tions, not. this sibconiniittee. : Sane 8 
Dr. Bartierr, Let naycomment on the reseatch aspect of that which, - 
Ttakeit,isthethingthatisbeforeus 0 eo 
_ Jt is very. difficult,’ particularly in the physical and’ biolagical , 
‘sciences, for the principal investigator to deputize somebody clse to 
do that work. It is not difficult: it is virtually impossible 7 
__ Usually there is a portion of the grant he receives for staff assistance. 
The. people he hires ure usually graduate students. There is no way st 
the level at which he is going to have to perform under peer review | 


Systems and get renewed under peer review systems that he can dep- 


utize someone. else to do his work. I think there is very little problen 
of principal investigators in the natural sciences not doing what they 


_ uid they were going to. do. T think that is-rarely, if ever alleged. - 


ef 


‘whole ‘subjogt. However, it seems to me in the research part, in the 
Aatural scienves where most Federal nioney is, we-can be very confident 


tf: 


y 


2 The-other;side of it, the issue of the educational process, is aiiothor* 


that the people. are doing the work they said they. were going to do,. ~ — 


Nobody elsw¢an. , . ae 
Mr. Poungain. T have another question. However, in order to keep 


‘things ‘coherent there are some questions I should ask right at this |. 


« 


pout in order to develop this chronologically. . 


- a -professor's sulury is allocated to a federally sponsored project. when 


. that-facalty member is engaged simultaneously in:teaching and other’ 


functions, While 1 would readily agree that cost: allocation is difficult, 


itis certainly not inipossible because it is done all the timein'p variety. ~~~ 


of other institutional settings. cy nt 
Doesn't the problem really come down.to the particular method used 
‘ta document the proportion of total worktime or the effort each faculty 
oe devotes to federally sponsored research? Do you all agree on 
ath a ; _ 


T think Dr, Heard spoke to the difficulty of deciding how much of ~ - 


» 


“s) faculty member. This will vary fron: one department to another. ¢ 
* -taiy depaitments. will have 9 class hours per week as the normal full-+ 
“tine teaching load. In a different department ina different discipline 


: , 
. Dee 
: a - 
‘ 


Dr. Hear Yes. a cae . 
Mr. Founraiy. [nthe event a/particular professor carries a specific 


. teaching load, sich as halftime, isn’t it easier to estimate how the re- 


mainder of his work activity i8.divided between federally sponsored: 


research and his other institutional duties # 


Dr. Binkuey. To the extent that his ‘teaching loud can be clearly. 
defined, that is an assist in deternauining what his ather activities may 


be. He muy also have part-time administrative responsibilities. He 
/ nay also be involved in patient care. He may have several research _ 
projects and you still have the problem of allocation there. 


‘Dr. Gouyere. Dr. Binkley, don’t, institutions normally make ap-_ 


“pointnents in a fairly clear-cut way where a person is paid for full- — . 
“time teaching or halftime teaching or, same other proportion ? Isn't. 
“this the normal way in which institutions compensate individuals—— 


_ Dr. Hearp, Let me make one comment on that. Then Dr. Binkley 


~eua follow up. 


There is considerable variefy, at least at my university, and T think- 
at others too, in what: is defined as the full4+ime teaching load of a 


Yer- 


those hour may be 6 or higher than 9. There are. differences between 


individual faculty members as to the number of class hours required 
. fora full-time teaching lead. . . 


When the institution makes those distinctions, it is usually saying. 
“We think this faculty member can best use his time in certain 
ways"—6 hours teaching and, if the normal load is deemed to be 12 


hours, the ether half of his time on something else. Those are propor- 


k 


tions and we don"t mean 12 60-minute periods doing something but. we 


are talking about. half.of his workload: In one. case, the best. mterests_ 


of the institution are served if the faculty member devotes half of his 


_time to other than teaching. or in another case a third of his time or a 
‘fourth of his time to other than teaching. That will vary: greatly. 


What he does in that nonteaching time also can differ. Some have 


extensive oxtra-academic assignments, special counseling assignments, 


ath eta 


students outside the classroom in certain ways. Some 


‘thay havecadministrative ‘responsibilities. Some may lave clearly 


defined explicit research responsibilities, Some may have the general. 
asstunption that what is left over is to be devoted to researeh. a 


>. The variety of circumstances is very great among individuals and 


wihong disciplines. 


oD Goronena: FP appreciate that kind of situation does exist imine - 
- stitutions.- However. relating vour response to the chairman’s ques- 


tion, despite the variation tn the number of hours that. constitutes a 


‘full-time load.as long as there is a policy and an understanding be-” 


tween the instifution anda certain professor that. his teaching will 


- coustit tte 50 percent of his workload. doesn’t the accounting problem 
under those circumstances become easier in looking at the other 50 
percent and deciding at the time of documentation and af the time of) 7 


rear 


audit how that other 40 percent. is allo¢ated between Governmeys™” 

sponsored research and other activities? . ee 

'Dr. Hearn. Yes. 9, * . ~ 3 “ . 
Mr. Brown: Would you yield at that point f : 


~ Mr. Founrarn. Yes, ° 


pio 


e 


401" ae 


a 


iy 


i + 4210 - a. | 
* Mr, Brown. I-am not sure I agtoe with you. One of the things you: 
~ are hiring—and.we do this in Joint Economic Committee and cer- 
a have dona it in the energy field—is use of the guy’s econometric | 
model, which may bea matter of input over a couple of weeks but.‘ 

it is something to which he has devoted a good deal of his time in prep-* 
aration of it, Then the figures are cranked in atone end and youcome = —__ 
_ out at the other end with something for which you are paying and: 

-, for which, it seems to me, it is very difficult to quantify in terms of 


_ how long it took to run the computer. / 


T have a lot of Federal Government research in my ‘district at 


= Wright Patterson Air Fores Base. I think from time to time some of 


_ “that is referred to some academics for consideration of whether the. 


pets they have chosen to pursue is likely to be a promising path. You* » 
wy some academic judgment from, for instance, somebody. who is” 
-noved in’ the field of ceramics where you mig find he could head 
_ them off or say,“You have two choices here and the most promising 
_ one is choice A.” With that academic judgment, the Government. _ 
. either’ saves or wastes a whale of # lot of money, it seems to me. That» 
‘might. be somewhat difficult to quantify by the hour... | - e 
_. Dr. Bryxxxy. We da not quantify it by hour. We quantify it by. 
percent of total effort. — . . ; — 


Mr. Browns. How much is'a Nobel laureate worth in economics as 


--Yecognition? =. = a . 
Dr Binkrey. Presumably that is a factor in his aggregate salary. 
Mr. Brown. You quantify it on the basis of what the -institution 
. pays ‘him or the fact the institution pays him a modest amount and 
_ says, “Go.out‘and make as‘much as you can, consulting and stick with 
us because we helped make your reputation ? inn 
Dr. Binxtey. The. percent of effort ik/applicable. to his total ag- 
_ gregate salary. His total salary rate is set. al hee a, 
' Mr. Brown. I tried to get one of the accountants at a distinguished 
“university as a staff member of the Joint Economic Committee, and 
the guy laughed at me because I could not offer him the money to 
‘work here on Capitol Hill that he was making not from his salary as 
a professor but from his salary, his consulting. fees, and his writing. . 
To said: new | ao 
. If T could work on your staff, Congressman, nobody ig golug to pay me to; 
write because {[t ix corrupted hy the fuct that Iam working on a partisan side of 
a Government committee. I am not going to get very many consulting fees be - 
cause nobody will pay me. Legally they cannot pay we for that kind of work. 
_. When that kind of a person is -hired, what is his time worth? Is it” 
_the university salary? Is it the amount he is paid by Procter & Gamble’: 
to do consulting? Ts it what he got for his last book that the university 
~ requires him to print? —— an — 
Dr. Barrierr, If I understand that question correctly, Congressman, 
that person would devote a percentage of his time.to a particular 
Federal grant. program. How much jhe was paid for that would be a | 
_ percentage of his university salary, not of his total income. _ 
/ Mr. Brown. Aren’t you fellows in a position as administrators of 
universities to say to this professor: | | 
We will require only two-thirds of your active-time. What you make. on cén- 
. Salting and what you make in separate writing and what you inake in fees for 


opposed to somebody who is not quite there yet in terms of his 


% : F Ps : 7 : . 4 é ~F 
; ‘211: . os 
whatever you wight be doing is your business. Just don't get the AAUP Is here 
pushing for higher saluries all the time, - 


—. Dr. Barrixtr, What Tam going to say isnot invariable because 
institutions do not dll do it exactly the same, but most universities 


have a conception iWeach departinent of a full load. A full load, in- 
-cidentally, almost always involves at least 1 full day off. What a person 
does with that time is his own affair. oo 

Universities do not forbid faculty from capitalizing on prone 
writing and scholarship work on their free time. Most departménts 
in most good universities simply monitor it. ats 


As long as that person meets the department's definition of a. full | 


load, what he does with the balance of his time is his own affair. 


A 


: . * 
Mr. Brown. J am,reluctant to mention names specifically and will 


not do it, but. I wAl mention them to you privately, T have known 


professors who hafe served on corporate boards and who do separate’ 


consulting’ work J&cause of these econometric models and other things 


thoy lye gut together who are making far more on the outside than 
thay ¥re making with their full load of academic work. 


Dr Barrierr. Oh, yes.? ‘ 

pax him ov MIT will pay hin—and T hope you are not offeted by 
the connection—but what United States Steel. Proct& & Ganible, or 
Mobil Oil might pay him. 
Dr. Barrietr. 


{hey make inside.the universities. That is true. 
However, we are talking about the problems of administering Fed- 

eval research grants. The ae y member who sets out to be a principal 

investigator, goes through the peer review system and wins a grant, 


does so knowing that the rate-at,which-he is going to be paid forthis — 
time is going to be on the basis of his academic salary, not his total - 


ag ales RE He has to make a judgment, Maybe he cannet.afford to 
hea prinetpal investigator beeause he has tof&spend his time with his 


“econometria madel. However, that is his judgment. But that does.not. 


affect how much he gets paid wider the grant. a4 
Mr. Brown. Mr. Chairman,-I appreciate your courtesy, T have a 


time constraint and [have two other questions2 would Jike to ask, One. 


“is a factual question. i 
T would like you to give mc answer, Dr. Burlett. If you cannot, 

I. will try to get the GAQ to find out for nic, I think maybe they have 
already done this work. Pe 


. 


‘What percentage of the income of universities is supplied by Fed- . 


eral funds broken down in the categories that the Federal Government 
puts money into higher education—research grants, studont aid, and 
so forth? J have heard the figure, but. I do not. know where it might. 


come frort, Perhaps staff could help me with this, I hage heard that - 


‘in certain institutadns noted for their scientific studies it Js much higher 
than cither their endowment or tuition fees. Therefore, phey are really 
extensions of the Federal Government if you considfr. where their 
funds are coming from. Is that a fuir statement ? . 

Dr. Barturrr. Since the Second World War it has been the policy of 
the Federal Government. as T understand it, to.do most-of the basic 
research of the United. States in universities. OF the universities that 


ft an RUT 


. Brown, It seems to me the question is not what st fon will 


‘here is another thing that needs to be said. There 
ave some people—not many—who make more outside their salary than 


” a f ' : . _ 212 woe ; F z 


do tho greatest part of the research, most of that research is funded 
- from Federal sources. ce ls | 


~ Mr: Brown. Da you have figures on, that either in the aggregate or | | 


" Jaspecifics for a number of universities? 


“Dr, Bartaxrr, 1 have the kpec 


Mr. Founvarn, It depends upon thé arva. a 

ifics for # number of individual uni-_ 

‘Versities but not for the whole higher education. 7 
Mr, Brown, Please provide that for me personally or for the record. 


Dr. Goldberg tells me it varies with certain different kinds of schools. . 


"I would like to see that in general. I would like to see it actoss the 


spectrum of the university community,.if/you could do that. °- 5% 2 
Dr. Hxarn,:In his spteah of April10, Mr. Staats gave these figures. 
These arc'1978 figures, as understand then: . rr ar a oe 
_ The universities .do 52 percent of all basic yesearch in the United 


States, Fifty-four percent of all Federal funds spent for basic research 


ix spent in the universities. In other words, over half of the basic, re- 
aearch in the United States is done at universities and over half ofthe 
basic research that is funded by the Federal Governmeniis done in 


“universities, Also, 12 percent of the basic research support in univer-. 


sities is funded. by the Federal Government: Od 
Mr. Brown. That still does not quite address the point I am after. 

When you, as the president of a university, prepare your budget, how . 

much Federal funding for research and how much of the Federal pro- 


“grams that assist universities—and I think this is. the thrust: of the 


~ interest of this committee—comes from Unele Sam? 


a 


T go back to the point that you mentioned in trying to bring these 
two things together, Does-the professor in making his contract with 
the Federal Government operdte on his own and then come back to the 
University and say, “This is what we are getting from the Federal . 
Government”? Does the university negotiate it and consider it as 
part of the budget of the university ? How is it handled by the average 
university { Is there any average procedure! : pe 

Dr. Baxteerr, I think we can answer the procedural question with 


csome confilence. It is closer to-your first modélthan your second one. It 


t 


48 much mare the individual professor-going to a Bederal agency. and 
- competing, Tf he wins a grant under a‘ Federal. program, then the uni- 


‘versity acts as the administering agency. It is not the university that 


- goes to the agency and says, “We would like to do the following 


regearch,” - 4 . 
Mr. Brown. However, I have the fecling that somewhere in the plan- 
ning of the university—and I plead for.candor in this because that is 
‘the only way we are going to get some guidance about what ought and 
what ought not be done—I have a fecling that once that link-up has’ 
occurred, then the university says, “We are getting so much for selling 
ads on television shows of our basketball team, We are also getting so 


much for Professor Smith and his study project for HEW.” 


“ERIC 


| All of this relates to how you run the university. You do that as an 
income side of the ledger, Then on the other side of the ledger you-put 
down haw much you paid Professor.Smith and also how mueh you 
raid his teaching assistant who is doing freshman economics or bio 
Ogical scionegs or Whatever it ix because Professor Smith now pets 2 — 
days off rather than one. '. 4 oo : 

oa fut a ‘ oa | ee te 


: 
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Is that too unfair? i : : | 
Dr. Barriery. No. A major university that is conducting @ large re- 


search program—and that is one category because it is not all -institu- 


tions—will have a’record-of a Jevel of rescarth: One of the things it 


will build into its bndget is an expectation of indirect cost reimburse- 


ment for that devel of research, simply based qn what happened last — 
year and the vear before and what it assumes will be happening next 


the basis of level of activity. that decision is translated at some 
un Mie institutional process to the number of facylty in’a given . 
depart hy. The size of that department will depend in part. on piist- 
experienced with sponsored research, Youn would not hire that many 
people if you did nat know from past experience that you are likely | 


-, to have @ numbers of your people doing some sponsored research work. 


Therefore, it is built into the system. - 

That. incidentally. is the direct result of the decision which the 
Iederal Government took soon after the Second World War. Most of 
the U.S, basic researeh will be done ‘in universities. Universities have 
developed the capacity ta carry on that function and they have built | 
it into their systems& | : a oe Pg 

One of the problems with the project grant system is.that yniversi-. 
tivs, ke other major economic entities, have to anticipate income-in 


“. “order to plan for the future, In the 1950's and 1960's they built ¢x- 
. pensive laboratories partiaHy on the assumption that the Federal 


Government would continue fo fund basie research projects, 


To illustrate oue aspect of the problem you are raising, one of the 
things that happened at the beginning of this decade was a sudden 
and precipitant cut in research funds. That did not just aifect one 
little piecetof the great: graduate and res¢arch universities in the ™ 
United States. It shook them all up and down the line. Under Federal 
inducement of the strongest sort : . : 

Mr. Brown. Production would be a good term.. 


- Dr Barner. No, TF think it is partnership: 1 think this really was 


national policy which was very clearly enunciated after the Second 
World War. We all assumed we were doing the patriotic and right — 
thing to do. | : fe 6 
When those sorts of poliey. decisions are suddenly turned:around, 
the whole fabric of the university is affected because in good faith the 
unjyersities have done what. we understand they. are supposed to do. 
Out of that then came almost a slogan from the universities: “We 


can edpre With hivh levels of research funds. We can cope with fow 


lovely of research fimds. What we cannot cépe with is rapidly undt- 
lating levels of reseatch funds.” That slogan is built into the system. 

The information requested by Congressnian Brown is contained in 
the following letter obtained by the subcominittee :] ae 

- DeragTMENT oF Heatta, Epucation, AND WELFARE, és 
Novomber 2. 1978.: 

Mr. (HaktES B. Satnpers, Jr. 
Vin President far Governmental Relations, 
American Council on Education, — 
Washington, D.C. ; 


Deak MK Saunners: Thank you for your letter asking that I Aarify the 


figures [ uaed in my August 21 address to the American Federation of Teachers 


“ Ne Ms ae 258 = 
’ ~ pe ay 


- euclosed) ae ; rege ea als 
“EF would like to point éut that the figure I used was intended to ‘represent: 


* dinact‘and indirect Federal support of the entire post-secondary sector, Including 
Nusistance to afudents gud families ax well as institutions. The Natlonal Center. 


for Education Statixties ¢ NCES) however, inthe table you cited, includes under... =~ 


Federal funds only: those’ funds. thet-dnsdtutios. of higher’ education reéely 
diretly from the Federal Government: The follow 
.” benefits that iusritations of higher education. recelve : 


“7... Direct Federal payments to xtudents (especially under Veterans Assistance 


ra. 


4", "and Social Security benefits: prograns) : 
Ge Tux expenditure resulting from: 


~ 


- thea exclusion: of taxable ineane of yeteraus readjustuients. benefith  -- 


4nd other scholarships and fellowshipe ; 2 
purents claim for personal, exemption for full-time 
IS yeats of age. if the students have income of their own; 


’ 


students over 


,. tions to educational fustitations; 


-. the deduetability of contributions by both individuala and corpora: ih <— 


Other Federal assistance such as amounts for loan forgiveness, Federal’ ~~ 


losses througl 
loans. are tae ; : 
: sor these reanons; NOBS's-15 pertent figure.does not fully represent Federai- 
“e SUpport of post-secondafs\education. Au alternative approach in estimating 
: the total Federal impact isNo caleulate the ratio of Federal outlays for post- ; 
secoudary education (including research funds, studeut ald and tax “‘expendi- 
tures} to fotal sector revenue luding proprietary .reyenues and, commuter 
student reom and board expenses). The result of such a calculation is that the 
Kevto§al Government in fiscal year 1977 provided about 30 percent of the income 
v1 TRCGHES post-secondary pete. F eis ; ; 
eM ANincerely, : . ; ; : ae 
eg a me Josepu-A. Cattrano, Jr. 


0 Mr. Brown: AS a Inatter of conclusion, I think Dr Bartlett has made 
awVvery good point. | nd 


gua 


Niteed loans, and amounts for new higher education 


~ 


ug are examples ‘of indirect. 


. * ao ‘a _ i : woe af - 7 an é : : : - en 
Tegarding the. magnitude of Federal support in post-secondary education (copy 


; T heard acverbal presentation the other day ky the vice: president of | 
Exxon at.a seminar TE attended at the’ Aspen Thstifute in which we > 


were, discussing reseateh and development and administration projects. 
HoAerbalized a-plan-or an idea that would call for partnership be- 

©. Tween governments private: and publie universities, -and corporate 

institutions that en tend to’try to stabiliz@ the resentch effort and 

1en do something with it afterward. It would tend to break this link, 


. fo some extent, between the government voing directly td universities — 7 


and would bring about a three-way partnership that might be’some- 
What more stabiliged than we ecurrefftly hay Te told me he:wotld 
- send me that idea cfystallized into a letter. =. tg 
i ~ Dr. Barrier. Ih. principle if is an issue in which. We are very in- 
terested and to whieh we are very s¥iipathetie: One does not know. 
the nature of the-preeise proposal, but in general the idea of increas- 


ing that triangular interaction is one in, which the research universi- 


ties by and large are very much interested. - 


Mr. Brown. Mr. Chairman, thank you vary mineh for your conrtesy. * 
When we get rid of this responsibility, if they would offer us@ 
college presidency, it: might be a very appealing job but T do not. 
“Want if to corrupt us. T think the natam of this hearing is ta avoid. 
the corruption of otherwise very fine people. . @ 
Dr.-Hearp. Mr. Chairman, let me be explicit: on one point in re- 
sponse to. Congressman’ Brown's question. In my university. and 1 
feel surwin ot hers--when budgetary plans.are liid they seek to antici 
pate income from all sources, including the U.S, Government. inelud- 


7 
ot , 


ee 


_ they try to-anticipate expenditures for all purposts. | 
. . Pe coe. . ‘ : . i 2 “2 
Congressman Brown’s original. question, was: Do you take into ac- 
count Federal moneys that you are going to receive? The answer is” 
_ yes, Tt ix fundamental: ye ~ 


~ ing Government research moneys and other Government moneys, And 


“Mr. Brown. T just do not want you to be tempted to do the wrong s 


.. thingy with that money. a. . 2 
ai? Dr. Hearn. No, sir.. You don’t let us, and we wouldn't if you did. 


Mr. Fountain. Hearings-of this kind prompt us to want to ask'a lot ~ - 
‘of questions but, as was the case. with Mr. Brown, we-all have con. . 


straints on our time. However, before concluding withtwo or three 
questions, T cannot resist the temptation of asking one question that 
hag an. indirect relation, These are anly 2 few of the questions we have 


’ - which we may.send ta you. 


~ Are we spending too much money in low priority research-and too 
- little money in high priority research? 9. co et, 

. . Dr Taro. T would find that extremely difficult to-answer. 
‘. Mr. Founrarn, I know it is a $64,000 question. ~ (| 
Dr, earn. The question is what is the standard of priority. T guess - 


‘ 


_ those who fund and these who do research, basic and otherwise, would 7 
like to think that they are:-spending their time in the Ways they best 
can, New problems can arise. new issues to be studied, for which skills, » 

- equipment, and training have not been developed yet. Therefore, there - 


may be a time lag in attacking the most important problems, You may, 
= oe working on them. You'just may be doing what you know how. 
- to do, . a : j a 


4 


research are very dificult to anticipate and often delayed in coming... 


‘This docs not mean aufgmatically all basic research .is therefore good 


or effective or productive in the lang run. It just means it is difficult to _ 


Jissess promptly, oe : ; - or ae 
What we ceperd-onaltimately, I guess, is the instinct, judgment, . 
and demonstrated competence of people doing research, melded with 
a definition, from a national perspective, your national perspective, of | 

‘What needs to be done. Tt is a very hard question for me:ta answer, 
“Mr. Fouxraiy. A number of reasons come to mind, Ont-is that when 
he pick tip this big book and see the list of grants made by NTH, as. 


. R. Gross used to do when he’ was in the House, examining them just 
on the basis of their titles, you wonder if a lot of money has been. 


_ wasted. F remember one on the alcoholic habits of the American people. 


‘Somehow the Amorican ‘people are constantly. picking. up these. 


. . a 


things. It is hard to answer their questions when they write and ask. 
Why in the world we are spending money on this or that. Of course, 


-aifter you thoroughly-go into the background of the project, some of _ 


' the most ridicilous-sounding titles turn out to be extremely important 
woke | | 


"Dr, Goldberg can probably remember this: better than. J can—as. 
recall, we found an excessive amount of money being spent by NIH | - 


-on what they themselves considered low priority projects. They were 


-- spending-sope percentage of their funds on low priority research. 
Dr, Gorppera, Mr; Chairman, that was largely inthe context of aD ‘i 


- 


pert fora portion of the so-called approved applications which N 


It is very difficult, especially if one considers that the results of basic >” - 


_ . — B18 
, and others thought ought to be supported during the finnneially phish 
_ Mays of the early 1960's, At that time NTH was paying nerhups twice. 
. + the percentage level of approved applications that it does today. The | 
_-. priority score for funded projects was roughly 450 in comparison With | 
the worst possible score of 500. The average approved grant supported 
‘today has a priovity score of perhaps 300, Therefore, the quality level, 
of health research projects being supported today apparently is con-.  * 
“siderably higher than it was during that period. . a 
A portion of the money appropriated for health researeh in the 
1160's was spent to support projects which NIH’s peer reviewers 
thought were acceptable but. relatively poor quality. The Congress, 
uided and abetted by academicians who wer beneficiaries of those’. 
funds, was forcing money on NIH each year considerably beyond the 


‘amounts spent in the previous year, _ : 
Mr. Fountain. NTH tells us it is awfully hard when the chairman: - 
of a committee asks, “Can’t you use more money ?” They hate to admit. 
i . they are not prepared to spend the money effectively, so they say, 
~. SAWe'll do the best we can.” As a'resalt, NIH actually had more funds . 
“appropriated than they could wisely and judiciously spend. That was 
during the early years... 00.” a ae : 
"Lat me ask you this question, Dr. Heard, Tf ut the time a professor . 
.. applies for a grant he is able to estimate the percentage of wark ac--? 
tivity that he expectdto devote toa research project, should it or should . 
_ it not be easier—and more accurate—to estimate the time actually spent 
or." on that projecty after the fact,on a weekly or a motithly basis? T ap- 
 preciate we are dealing with estimates and not precise numbers. How- 
ever. T find it hard to understand why-this process is so difficult. 
Before you answer that question, T will ask you this one: If it is 
difficult, is it because universities fear the possible loss of research _ 
funds they have already budgeted for faculty salaries? If so, I can .. 
understand that would pose a big problem. I would apreciate your 
_ candid discussion of these qiestions. .. 7 es 
Dr. Hearn. I think the answer fo the second question is no, st least. 
‘in my experienee, Tam told,and T confirnied this this morning with 
my colleagues. that Vanderbilt has been in an untsual situation,.a 
unique situation, We have been tho only institution, as IT understand 
it, working with whht is called stipulated salaries. Tt, will not be pos- 
‘ sible to do that after A-21 goes into effect this coming fall. _ 
We have been required, and we have taken advantage of this oppor- 
tunity, fo stipulate in advance the proportion of time and therefore 
starry: that world be assi ened for the particular individual to the 
project. in question. My colleagues tell me they feel that has worked 
well. Whoever has looked over their shouldér and serntinized it and 
ye it apparently a agreed. At least we. have had no complaints __- 
about ite ae a = : » NS 
T think. your question is a‘fair one. EF think the ogly objections that | 
. one can offer are the two that have been implicit and explicit. in what: 
- has been said already. - an i de Ses ea 
One is the fact that documentation may be difficult, Tt isanestimate | - 
_fo start with. It can be an estimate at the end. Tt may be hard to docu- 
‘ment. Tt may be difficult, pot necessarily time consuming, to document.\.- 
_ Second is the question @Es that the best use of the individual's time. 
making the kinds of reports that may be required? «=. 75% 0 


f 
& 


Bo FAO 


on ae 7 - 217 
-.. [ do-not have much sympathy for persons who say, “I cannot be 
"- “bothered with that, I am-accustomed to being a free agent, I do not 
. Want to envage in thesetedious reporting requirements.” T do not have 
..._muchsympathy forthat. I do not think very niany people really take. 
¢ that. attitude, - ae a ah oe ais 
r . HoweXer, you can envision—and-there has been discussion of this— —*_ 
_“ -. that much(aber may be involved in documentation, That does make . — 
some peoMle question its’ desirability. The other part of it is the sccu- 
: > racy of the documentation. — — ; oy ¥ 
ow ot Dr. Binkiery. LT believe you have covered the answer, ‘eo 
2. Dy Gotopena. Just as a matter of practicality, isn’t it casier, for an 
“investigator, or for you and me, to record how we spent our time yes- 
-terday and-today:at thé end of each of those days, and ‘to record what . 
we did during the course of a week imunediately-at the close of that 
- week, tlian to wait until the end of a fiscal or calendar year and then — 
try too back and reconstruct what we did during that period ? a2 
Dr. Hearn. It is certainly going to be gross and impressionistic if, + 
you do it at the end of the calendar year, | 7 Coa. 3 
There is at least one attorney sitting up there. As I understand it,, 
lawyers certainly keep a record of how. they spend their time becanse ” 
this is how they. bill their clients, based on the amount of time they — 
.. spend. We know that:can be done and is done. ee 
4, T guess it is partly because of: the several purposes that the faculty .. 
/  **) member may be pursuing at the same time. When you read that book 
~.. te whieh Dr. Bartlett referred—are you reading it for your research, 
are you: reading it for the class you are going to teach the next. day, | 
at which research project are you reading, it for? You can make the =. 
arbitrary assignment of time; there is no question about it. Youcando 
itwvery hour if you take the time to do it. It may not be precise but-you 
will have it down. You will make a judgmert. It will rest on the 


a 


judgment. - aed ae 
ea Mr. “Fountain. “‘Fliat is documentation if he puts down 3 days a 
. week, 4 days a week, 6r whatever it is. ae 4 — 
ae _ Dr. Bartterr. The real professional success of a faculty member 


is finally going to be determined by his productivity. He is driven by 

. \ - 1 factors, strong ones in strong institutions, the ones that are getting 

Rg ae “most of the rants, that are mich more compelling than whether he | 
> ¢an-in fact justify that-he isspending that amount of time. At the end 

of that time Be has put in-he has tp have @ result that his peers will- 

honar.or he is‘not going to get the brags ring the neat time around, He . 


That is.the real pressure on that ‘person—to make sure that. he is 
, using that time. To control the time and document. it ys really a kind . 
3x”. of exercise in an arbitrary Judgment. a ere 
"> Dr Heard. I do not think we should give the impression that we 
feel there is not a problem here. I expect that you could find cases in ¢ 
which the teaching function hus been supported in fact by research 
| oMoneys : : os oe 
. "Mr. Fountain, That is what brought on this problem. r 
+. Dr. Hearp. There is no use to try to pretend that is not a problem 
__oPthat it has not been a problem. | a rae 
‘The question is how best to solve the problem. One way to attack it, 


7 if you can get any kind of. responsible adherénce to the system, is this 


we NA! : 
4 : : : , 1 


Sie 
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hourly, daily, or weekly reporting. We currently. function Ynder a 
_* monthly estimate of time spent. a ae re ee oe 

... Tf there has been an abuse of that, nobody can fault you for trying - 

. . to-correct that abuse or requiring those who have abused it to conform: 

“- towhatthe policy and theprincipleare © 
« My only. plea is that we try to solve those problems in the ways that = 
give you the best substantive results and do not impede the main pur- 

+ poses ofthe grants in the first place. whichis research, =. 
. “Dr. Brnxiey. It ought to be added that the reverse of this situation ~.. 
dw true also. Frequently instructional funds are used for research pur-: 
poses as cost-sharing against aproject, it. ee ee 
. Mr. Founrary. I think weal uiderstanil the problems; the question 
is how to solve them. - ee oe ae = 
ae If I were a university, I. would rather be able ta spend all my maney | 
“+. us Tsaw fit withont having to give any accounting. Maybe I might do _ 

-  & more efficient job if I realized those funds come from the taxpayers . 
and have to be justified, and that those in the Congress who appropri- 
 -atethem are responsible to their constitutencies,, = _ 

- - Wo. have this problem now because a number of years‘ago basic re- 
search money was being improperly spent to pay professors’ salaries. 
_ It was the feeling in Congress that if the Federal Government wanted 
«ta spend money for that purpose, we should enact specific legislation — 
to provide aid: for higher educition, for teachers, and so forth, =. 

' Twill ask you just one more question. Does the resistance to provid- 

ing a monthly after-the-fact. record of proportionate time or effort an: 
- investigator has spent on Government-sponsored research originate 
with the faculty members involved, or: is there resistance also/from 


* 


ma 
an 


? | Mniversity administrators Ge sare 
* . °° Dr, Binxxey. It is principslly the feculty members. Although the 
. _idministrators have to handle the paperss resistance principally comes... - 
from the faculty members because thgy“have to measure each indi 
vidual on the project each and overymonth. If the individual ig on 
mor than one project, another PI may have to look atthe time and 
-, the departyient head has to.lodk at it with regard to instruction. It is a 
. ° lotof paper shuffling, 9 = a 2 an 
.Mr. Founrary. Are we faced here with an issue that is largely an 
- emotional one, is jt more a matter of objecting to required reports an 
. how a professor spends his time rather than the ability to make those. 
reports? i ee ee ; 
. Dr. Bartierr. Mr. Chairman, T would like to comment. Of course... 


. tise blend. It isa wide continuum of concerns: .. ay 
“However, then is one that] would like to mentiori that has not been “—--": 
_;» * gmphasized very much but is very germane to.the topic. One of the. - 

things that has been very effective about American science has. been 
__. the linking of graduate education and research into oneprocess. It 
» Means that the meu-and women coming through the system getinto ... 
the actual conduct of science carly and ay part of theirgraduate work. \_ 
| They do real reseatch while thoy are still students. a 
We have put'a great deal of emphasis.on our science tradition—and: 
‘from all we cantel): from comparisons with other countries it has been 
- “done very successfully to bring the graduate student. into-research,, and 
.. We bring research into the educational program of the university. The 
. faculty member. who is the inyestigator is also the teacher who is 
‘ ars . oo ie Se . \.. ee ag OS a 7 fg 


ta Me 
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_ . stimulated by his Atudent. The student is stimtlated by the ciose prox- 
_ imity to an investigator at the frontiers of knowledge, and sa on. It is 
a whole progiss, 7 Sele ‘ ce ge 
What some ‘of us féearis that into that process will come a set of | 
ang constraints which force us to pull it apart in order to document what . 
ys ‘each part is. The logical and simple way to deal with all of the prob-. 
: - Toms we ave talking: about has always seemed to me to be simply to - 
- «take research out of the universities, Separate education and research. 
- Both would be neat and elean, and most of our problems would evapo- 
rate. ‘The only casualty would be good science. 
1 think-that is one of the things that concerns us most—to protect 
that fasion of wraduate education, of apprenticeship, of stimulation 
for the principal investigator, of research, all-into one dynamic proce |. 
ess. That arouses emotions. It @rouses emotions on everybody's side— 
on the part of the person who cannot understand why we are sa@.con- 
cerned about it because it does not seer fo be a very necessary problem 
; and-on our parts bechuse we see inroads coming into that process that 

“may breskit up. Pee hs 

cca. What we willtdoin universities is gradually separate, under the pres-. - . 

sure of fiscal processes, the parts of the process and thereby lose some- 

' thing: very important. That element. is a little piecs.of the answer to: 
your question, but it is an element that I do not think has been sufli- 
ciently emphasized, = - Poe 3 - ‘ -— 

' Mr. Fountain. I have a number of questions Irhave not been-able’ 
to ask. I will have Dr. Goldberg go through them and see if he wants 
_ to send any out to you, Dr. Binkley, for written response. T think thost 
of the subject matter we had in mind has been basically covered. [hope - 
when we have completed the hearings, they will lay the groundwork 
for helping the Government agencies, universities, andthe Congress to : 
better understand and deal with these problems. _ 7 
All of yow have been extremely thought provoking In, your state- 
ments and in your responses to our questions. We appreciate. your 
-e .. presence here’ in es a . 
ee _ You, Dr. Bartlett, as head of the Assoviation‘of American Univer- 
‘sities, ure speaking fora very large group. All of you are understand- 

_ ably concerned. ae ae Ss ee 

. ' _- T think the key thing about which we are concerned is that some uni- | 

versities have been repeatedly advised by the audit agencies; over many 

by years, ‘that. their accounting systems are inadequate for the accounta- 

a -- bility of Federal funds, for documenting charges to Federal grants, . 
and therefore unacceptable, particularly under Circular A-21, which. 
wo—e- oe ehas now been amended... 0 a en et 
‘Tn some instances, perhaps there has been too much bureaucratic 
_, redtape. We have been fighting that also. We will continue to fight it. 
—-T think we all ste what the problems are. I hope these hearings will 
__ stimulate some improvements. We have taken testimony, but we cannot 

_ foree anybody todo anything that is not required by law, : 
However, I think appropriate administrative action is the important 
thing.at this time. A good administrator can take even a bad Jaw and 

do a good job. A had administrator can take the best law in the world 

* (and slaughter its intent. ~ 2 ane - 


* 


Again, thank vou for being hare. , 
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“. The subcommittee stands in.‘recess until 


wea ESR. 
ae 


9:30 tomorrow who the 


hearings will resume with testimony from ee Management ., 


__ the National Commission on’ R : 
| (Whereupon, at 1:37 ., the subcommi 


and Budget, which some consider the fifth branch of Government, and - 


‘t mmities adjourned, to recon: | 
Vene at 9:30 an, Thursday. July 19,-1979.] _ ‘s 
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arn Ace OUNTABILITY: OF EDUCATIONAL INSTITUTIONS 


eo FOR FEDERAL FUNDS AND THE. » EFFECTIVENESS 
0), FEDERAL AUDITS ad fe, . 
a ee ' ae “mEURaDAY, JOLY 18, ‘1979 = 
a ne » Hote oF Renesexranivs,- | ey are]. 
8 8 oe gs “-INTERGOVERN MENTAL ReLATIONS ae ; | ' 
= |. AND Husa Besourc ra SUICOMMITTEE 6 4. 
eet. * © OF THE COMMITTEE ON GoveEN MENT OPERATIONS, °° 
ae OES a Washington, ‘DO. 
oe “The aiihiewe tite met, ‘pursuant to notice, at 9:45 7 &.N., in TOON), 2203, 


Kagburn House ‘Office Building, Hon. LH. Fountain (chairman of the _ 
subcommittee) presiding. ? 7.’ a 
‘+: Present: Ropresentatives L. Hi. Fountain, John W. Wyaler, and | 
“ Olympia J. Snowe. > a 
_ Also: present: Dr. Delphis Ae Golding, professional ; staff. member,” 
» ‘Gilbert “S. Goldhammer, consultant; and ‘Naomas’ Hoikton, minor- 
ity professional'staff, Committee on Gov ernment Operations, 9 
"Mr. Fou NTATN, The subcommittee will come to order, Let the record | 
show that quorum is present. 
The subcommittee will complete its series of hearings this morning: 
‘on institutional accountability and auditing with testimony from the ‘- 
Office = Management and Budget und the National papules on 
Researvh. | 
a # We are delighted to have with us this morning, a5 our ‘first wwitriess, . 
* . ° Mr. Bowman Cutter, Executive Associate Director of the OMB. 
"Mr. Cutter, we would be delighted to hear fgom you. 
Mr. Wrorer. T just want to welcome you, too, Mr. Cutter. 
. T haye had some dealipgs with you in the past, and I am delighted. 
— that you areaw itness here today. Yau, are o credit to. the OMB. 7 
_ STATEMENT OF W. BOWMAN CUTTER, EXECUTIVE ASSOCIATE DI-. 
v RECTOR, OFFICE OF MANAGEMENT. AND BUDGET; ACCOMPANIED | 


By J sll i LORDAR, CHIEF, FINANOIAL ey BRANCH. 


- Mr, Curren, Thank you very much, Mr. Ghairman and. Mu Wydler.. 
ae a is delightful to be here. 
“Mr, Wrote: You have not been asked to resign a have you?. 
_ > Mp. Curren, Not go far, no. [Laughter.] 
of Itisa pleasure tobe here. = 
‘Lwould, like.tointroduce Mr, John Lordan who is ihe Chiek o of ‘he 
. _ Financial peters Bray of OMB. whe will assist if there an 
we Fe questions, shige oe 
wooed an) ee ky se 
Ale aes. : ~—O. 


nlc ee koh 


ceantiy-froem the continued growth in basic research provided in the — 


‘se gges, 


add tat 


Mr. Founvar. It-is nive to have both of vou. 

Mr. Curren. Thank you, sir. ° . 7 

As my statement is brief. L will go ahead and read it. And then Tam 
free to stay hore as long as you have questions, 7 ; 

We welcome the opportunity to discuss with you the question of 
university accountability for Federal research finds, aa a 
As you know. Federal fiinds are the largest sources of support for 
research activities undertaken in colhkeges and universities. Nearly $4 
billion will be obligated in fiseal vear 1980 by the Festeral agencies to 


support search and development in colleges and ‘universities, inelud- 


“ing medical schools, This is un incivase of 9 percent over the 1979 fiscal 


year dollar ‘Tevel and represents approximately two-thirds of the re- 
search and development. financed in these institutions from all sources. 
Scientists at colle and universities continue to be the primary 
performers of basic research, not only for the Federal Government, Sut 
forthe Nation as a whole. Academic researchers will benefit. signifi- 


1980‘ budget. This growth is intended not only.to encourage scientists 


‘to’ undertake innovative ‘research, but: also.to assist in, ameliorating _ 
cor soine of the problems currently associated with: the performance. of - 
“research in- colleges and universities, inétpding the growihg obsoles- 
scence af equipment and the lack of opportunities: for young investi- | . 


3 


gator, ee ae Bes ag be Tha, Pes 
Approximately half.of the Federal research-and development funds 


that universities and colleges receive ‘goes to conduct basic resedreh; 


approximately 40 percent to conduct applied . resedreh—primarily | 
medicul—and the remainder to undertake development activities. The 


aT 


Department of Health, Education, and Walfare and the National Sei- ~ 


ence Foundation are the major sponsors of research and “development . 
at colleges and universities with estimated respective levels, of $1.9 


| Hillion and $631 million. respectively, in 1980, The Departments of 


Defense, Agriculture, Energy, and the Nationaf Aeronautics and Space - | 


Administration will each provide more than $100 million in 1980. 
Obviously, then, the. administration is deeply committed to’ piain-* 
taining 2 vigorous academic research base for the Nation. But, like 


the members of this committee and Members of the Congress, we are”; | 


also concerned about the vost of research and about assuring that the 


taxpayer gets the greatest possible benefit from every dollar spent on 


it. . 


Director MeTntyve has recently -annonneed: program that bears - - 
directly on the subject of these hearings. @alled the financial priorities. . 


program, its purpose is to resolve the major financial issues facing gov- 


. ernment today. Two of these priority issues ure grant accoutitability 


~ and -andit fol} 


ror Afe Ent 


e ‘ * % 4 . co . Roe . . ’ * e. bo ‘ ca 
pointed out that, the priority.issues had been selected in consultation 


with the Comptroller General, and ‘that the. program ‘will be. fully 


‘integrated with our regular budget review process. In testimony before 


_ another subcommittes of this committee, we pledged to “put the entire 


¢ 


resources of OMB behind this effort.” Let me summarize what we have 


_done.so far, : 


_ First, with respect -to cost. principles, we have completely revised 
Circular A~21, “Cost Principles for. Educational Institutions.” The 


a oe he : a - 


.°  §00-Jetters from Federal agencies, university administrators, facult 


ew « . é 


a e te, % : ee : : a 
 Fevision was based on reecominendutions made by the Department of 


ee ~ HEW after urging by the House arid Senate Appropriations Commit- 


tees. Tha -conimittees expressed concern that the existing principles 
were not sufficiently/clear to “bring spiraling indirect cost rates under -~ 
a control,” a e v8 a nae : ae a 
_ > Development of the circular was an open process involving all af- _- 


~. % feeted parties. We published our initial proposal in the Federal Reg- 


ister over 1 year avo. on Mareh 10, 1078, In fesponse, we received about | 
_ mMenbers, prvfessional associations, and members of the public. In addi- . |, 
‘tion, we reeéived more than 60 inquiries fron: Members of Congress. - 
We held numerous public meetings with’ interested individuals and. 
. 7 HPOups, and-ip the final stages briefed congressional ‘staff, Federal 
agoneies, and universities on changes that resulted from the, process - 
of consultation... Bet ae eS ne 
ote Tnetssptigethe final cost principles. Director McIntyre referred to 
ol than ax“theht new rules,” and said “they will bring more uniformity 
"8 to university accounting, and will riarrow the range of accounting al- 


Pes 


J ostermatives available to universities.” He said: . 
OP ge Soe ‘Ptim will be accomplished without placing unnecessary administrative burdens ” 


.> * ¢ (tt the universities. In fact, it will reduce those burdens, 


Ifo cited. the following examples: of reduced paperwork: a simpli- | 
fied method that small wiiversities may use to compute overhead; a 
“monitored workload” method. of keeping track of ‘personnel costs 
that requires far less reporting while retaining’ strict control; a co- | 
ordiuated action with the Congress’ Cost Accointing Standards Board 
~ that will exempt almost all universities from the Board’s regulations; 
and a reductionin the frequency of faculty “time and effort” reports. 
| Mr. Meftntyrd particularly thanked the General Accounting Office 
for ifs-assistan¢e, which included & formal, audit report. onthe pro- 
posal revision, entithed : “Federally Sponsored Research at Educa- 
~ tional Institutions * * * A Need for Improved “Accountability,” The. ._ 
“Ppeport. said that the new rules, A-21, weuld improve university ac. 
4S, vountibility “by providiig more definitive guidance’ 
_ The revision of; Circular A-21 parallels earlier efforts to standardize 
and siinplify Federal grant requirements. Our Circular A-110, “Uni- | 
~ form Requirements for Grants to Universities, Hospitals, and Non- 
profit Orgnnizations,” established requityments in other areas, such 
as cash depositoties, bonding and insurance, records retention, finan- 
vial reporting, and so on. Our objective in each of these areas was to —_ 
simplify and streamline Federal requirenients. (| Se et wg, A 
Before the circular was developed, each ageney and-each programy 
issued requirements of its own, and the cumulative burden of these re-. 
a quirements was erushing. The ecirenlar established a degree of uni- 
“format vand consistency in the way Federal agencies atm ister prants.——— 
It was applauded by the Mederal Paperwerk Commission, and by other ° 
groups-eoncerned with cutting Government redtapé and paperwork... 
Secoml: With regard to andit followup. we have just published in” 
the Foderal Register na proposed revision to Cirenlar A-88, “Tndirect. 
— Cost. Rates, Audit, and Audit Followup at Educationa} Institutions.” . 
. Phe revision would ¢antinue the existing poliey of relying on a single 
- ugeney'to act for all agencies in auditing educational institutions. and 
‘in negotiating their indirect cost rates. Tt would add to these duties 


eer 


* thus doficienciésand by negotiating ay eobciate resolution of ques- 
ot  toned-eosts, Both these functions woul 
nation with other affected agencies, ° 


_ The proposed revision is based in part on recommendations made by. 
An interagency task fore, chaired by HEW. Its purpose is to enhance | 


‘accountability for-Federal fonds and to euse the administrative bur- 
den on universities by assuring that they will not have to negotiate 


“8 the pespansibility to follow up-on audits by assuring correction of sys- 


% carried out in close coordi- 


weparitely with several Federal agencies on the same matter. It, 


strengthens the “cognizant agency” concept. 


We have also just published in the.Federal Register a proposed re: 


vision to our Government-wide audit requirements, Cireular A-73, 


os » “Audit of Federal Operations and Programs.” The revision“was-called 
_ for in-u recent report of the House Government Operations Conimit- 
tee, after hearings by Chairman Brooks, and the Subcominittee on 
Legislation. and: National Security at. which OMB testified. The revi- 

“sion. surngthens the audit followup provisions of the circular, estab- 

“ishes precedures for resolving major disagreements between agdit and 


progran officials, and-provides.a maximum of 6 months to determine: 


"agency action on audit recommendations. Tt calls for semiannual re- 
ports tothe agency head ou unresolved’ audit findings, and requires 
_ -beviodie eyrliations of the agency audit followup systen. = 


_ Third, with regard to.a, single audit guide—another part of our on 
_ effort to improve grant accountability has been the development, with 


the GAO and others, of this standard: audit guide. Our initial efforts 


have boon imconnection with grants to State and local governments, 


but the same approach may very well be applicable to university grants, : 


The use of a single audit guide would bea major breakthrough in audit: 


ing federally assisted programs. One guide would replace almost. 100. 


vthat are curvently in use in various Federal programs, Tt would elimi-- 


nate the von fusion that has resulted when separate guides focus atten-., 


tion of individual grant. programs, rather than og the financial status 
of the organization carrying out those programs, The new approach 
would call for a total audit of an organization, with appropriate sam- 


ping of individu ee ae overall reliability of financial 


operations, 


ow * General to 14. The President. has extended the significant. foatures of 


7 the act to the rest of the Government. In doing: sa, the President em- 
‘4 Dhasized to the heads of departments and agencies that “eliminating 
oe . 


" 7 : 
te : ’ 


¥ ii f 
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is = MSs te, et 


. ‘ eh ee . é 7 na 7 ‘ . x ” . te aq P, a . : 
Waste, fraud?aund error should be ds important to you us your program 
objectives.” 2: eked 


‘The President bus also recently established an Executive Group to’ * 


Conbat Fraud-and Waste in Government, The Exeeutive.Group 3s to | 


assure effective implementation of the Tnspectors_General Act and 
take other steps to.combat fraud aicbWwaste in progranis of the Federal 


Government. The Deputy Attorney General serves as chairman, and - 


“theDeput ¥, Director of OMB serves as vice chairman of the group. — 


> 
cea 


See 


on the subject of our hearings. 


Tts membership consists of the statutory. Inspectors General, the 
Deputy Dircetor of the Office of Personnel Management, the Special 
Counsel of the Merit Systems Pretection Board, and representatives 
of.the Federal Bateau of Investigation, the Internal Revenue Service, 


‘and Postal Inspection Service. Other officials are brought in to work 


with the executive group as appropriate. The Department of Justice / 
and the Office of Management and: Budget provide the necessary staff” 


-supperts -: * » 


n conclusion, we believe all these efforts, taken: together, represent - 


“an unprecedented commituent by this administration to- Federal ac- 


‘countability. It is a source of great disappomtnient, therefore, for us 


to learn from reports$of the:Genera] Accounting Office, and from 


> gartlier testimony before this committee, that. problems of university _ 


grant accountability persist: The’ Federal. Government must de its 
part to resolve these problems—and indeed we are doing so, but we ~~ 


-camiot do the job‘alone. Tf the Congress and the American people are 


to be assured that tax dollars spent on university research are well 


spent, those universities that now have:weak systems of accountability 


. esearch in an effective mannet. pre 


and control will have to upgrade and improve those systems. - 


We do not-want tosaddle universities with unnecessary Federal rules 
and regulations. Nor do we intend to-permit any lessening of Federal 
responsibility forthe effective and appropriate use of Federal research 
funds. Iustead, we seek to establish mm ‘appropriate balance between | 
uccountablity and the flexibility needed by a is to administer ~ 

We would welcome the advice of this committee and other interested _ 
comnittees of the Congress oh how best to strike that balance; 


”“ Thank you for the opportunity to testify, and I would be happy to 


answer any questions. 


that-veglly sums up the situation. 


Mr. Fotstaiy. Thank-you very much, Mr. Cutter, for a gbod state- 
ment of what you have been doing, T think you have summarized the | 


~~ meat of fhis.whole situation in your last paragraph about not wanting - 
> do saddle universities with unnecessary Federal rules gnd regulations 


while at the same time not: lessening Federal responsibility for effec- 
tive and appropriate management of Federal research funds. I think 
Tt is a question of how to work it out 


-and how to ebtainthat balance. — 


On page 3 of ‘your.prepared statement, you state that OMB Direc- 
tor McIntyre has recently announced a program that bears directly 


~ We would appreciate if you would send us a copy of that announce: | 
ment of the program for the record. oo . 

Mr. Curren. Certainly, 0 . 
Mr. Fountars. Without objection, it will appear in the record at 


bs 


- this point. 


l e material follaws:}: ue 7 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 
WASHINGTON, R.C. 2008s : . ms 


i.e 7 1979 


MEMORANDUM. FOR READS’ oF EXECUTIVE DEPARTMENTS . AND AGENCIES 


% 


| SUBJECT: F Financial Priorities: Program : ; 


As series of recent diaclagures has revealed major weaknesses 
an agency systems of financial management and control. 


We have already written to you about. “several financial issues: 
fund control, audit follow-up, unspent grant funds, outlay 
egtimates; overtime abuse, and debt collection. . We believe 
_ good progress 16 being made on a number of these issues, but 
‘We are not satisfied that sufficient priority is being saves 
aw . te the overall improvement. of financial systems. 
v7 * | 


; Therefore, we have now begun a comprehensive program to. teacive 

'. the major financial issues facing the Government today. The . 
‘program will focus initially on the priority issues listed in. 
the attachmant. ‘The issues were selected in consultation with 
the Comptroller General, and other issues may be added as we 
ge along. The program will be fully integrated with our 
regular budget review process. We have.also begun work with 
the Office of Personnel Management toe ‘agsure that these issues - 
are given appropriate consideration in. revised evaluation 
systems under the Civil Service Reform Act. : 


Over the next. several months, we will be esa! with you and - 
the General Accounting Office to review agency performance 
-in each of the priority areas. We plan to meet with the 
heads of selected departments and agencies to discuss 
individual issues in detail. We also plan to put together 
intensive efforts to reach solutions to langstanding problems. 
and to reduce the substantial sums outstanding and overdue to 
the Federal Government. In our initial meetings, we will 
_ focus on overall improvement goals, examples of unusually 
good progress, and any agitate problems. (Our staff sini 


are communicate’ with yours to establish dates and times.. 
: ~ ; ; - ; : . 
. . MEE ve llhieh 
Bf as Yrector’ 
Attachment . ee 2 
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“ee Account in 5 atane, a jtment te set G era vacoqunt ing 


of 


. ions action: 


Offace a) approva of all- tems. 


\ 


~~ Internal control: upgrade ‘control sygtems.'to reduce bias 
risk k of | fraud. a abuse, Maree * a ineffigiancy «, ati “yk is sts 


ad ia ee 
io. Cash management: build ‘upan were ‘of the. we aia as n 
Cash a Aenean: Project. ye a 
Wen . 
‘ed Audit follow-u up: resolve findings: Prosetiy and properly. A 
{ ‘and hold down backlog, a : vere | 
. Vase * eh ny ‘ 


~ outlay estimating: “improve accuracy ani tinelingss.. v rar Ea 
ms ‘ pekt collection: _ proper accounting; and prompt: eet ay 


‘ i fi “ i 
a ‘ 4 


Overtime: accurate accounting, and tighter control, ae iy aN 


ae 
Grant teh inancing: ‘thereiag ube of Jetters-of-credit and VN 
“electronic funds bis saa and recover, unspent mea . 

ve a Sis . ' ee 

A-|Grant accountability: full aelenentavlen of dost: 

_princip) Yes (Circular a-21, 74-4, etc.) and standard: 

administrative requirements {(A7102, A110, tc), 


‘ “* fi 
e . ' 
- F od : . ace rm . a + oy 

. Q : et f - oe : 4 i o 
a, | Mr. Founraty. On page 4 of vour statement, vou list a numberof 
Loy. @Namples inthe latest revision of OMB CiveularA-21 where the uni- 
ig Versities will benefit from reduced paperwork, This list includes “a - 
nye monitored workload method of keeping track of personne] costs that 


fo Mo avauires far less reporting while retaining strict control? 
UN oAS Tn. earlier testimony befor this subcommittee, witnesses testified 
a. hg: Ae tihat the monitored workload method is optional and has certain. ques- 
Py) wtlonable aspocts which’ east considerable donbt on its acceptance by the 
ok e's ounNiversities: The regulation, which appeared. inthe Federal Register 
vate Of Tuesday, March 6, 1979, under the caption, “Monitored Workload,” | 
= 4 Sat Sshates “Uader this method the distribution of salaries and wages appli- 
aC cableé to sponsored agreements is based on budgeted or. assiened: work- 
nn wes in workload , 


eth j wen : ‘au ; _ . aes 
Ags > When’ thé cwitness was asked what was meant. by “significant 
wr : , 

r Ame 


a fe eye, yt insignificant? ‘ 
Re aa ie 7 : ; as 


doit 


a - 2 
& es OY Again it ys a. qualitative’ question, and J will not be gble.to. 


« 


y Ran \ ‘ 
agdein nifiy ‘of the major questions with respect to Cir- 


i arn \ 


‘a . us 
“wediive Tes 


i ae _ a \ " R 
ig “ARR t ay 


1 th8 nusposes of ost stindards'and posting in general, us 
Teun Judgiuent With respect to Wis tiwassignificant®W¥as that the ulti- 


~ 
. 


“significant” was. Yu00 


Se Me : RSE le Suey Sager he, (ee By an Ba at ee Cet. ares 
eae Wechave all Aang things > T manage aanajor portion af OMB. _ 
“\) yand T have manaked in the private sector. As a goneral rule, while I- 

. . : : wh - - . oe a ae . \ - : ak ar Se . ee aos on , . 
to “ie “hs : : C we oe ‘ re ee Re va! . "4 oo ‘: 
Dey. 


. . could not, in many, many instances, tell you what “significant” was 
" preeisely or what “muterial” was when that was the term, nevertheless, 
as a innnager [can identify when it occurs and when T lhive to mike. 
"go significant change inthe way T allocate time and the way T allocate 
people, i gad. ae. ee 
‘ oe Mr Fountain, I realize that at tines werhave to use_words-Tike 
this-——- Sere _ a "2s 
Mr. Cuvrer. Sir. if T could intertupt for 1 secand, Mr. Lordan has. 
told me that we alse provided‘examples in the circular, itself, and we | - 
could provide these to yoo for the record. . oe 
Mr. Foynrarx. We would be glad to have those because, when you 
ux such a word as “significant,” unless there is a meeting of minds as 
~ 4° ta precisely what is intended, at least-in substance, you can see the 
_ potentiality for confusion and controversy. I think that was the tenor 
‘of what we heard yesterday. < ae od — -_ 
Without objection, it will be included in the record at this point, 
[The information requested follaws:] oo 
Phe systeu will provide for woditication of an individual's salary or salary 
" distribution commensurate with any signiticant change in the employee's, work- 
load or the ratio of activities comprising the total workload, A significant change 
inom enployee’s workload shall be considered to include the following as a 
ininimuim: when work beging-or ends on a spousored agreement, when a teach- 
Mc lord ix materially moditied, when additional unanticipated unsignments are 
reveived or taken away, when au individual begins or ends: a sabbatical leave. 
Sprolonged sick leave. or leave without pay, etc. Short-term (such as 1 ar 2 
months) thictuation Letween workload categories need not be considered as long 
ax the distribution of salaries and wages is reasonable over the louger term 
nuch as an aeddemic period, Whenever it is apparent that. change ju workload 
WIN occur erduis ocurred. the change will be documented over the signature of 
y a responsible official and, if significant, entered into the sywtem, ™- . eta 
RO Mr. Fouyvaty, Are you satisfied that this regulation is sufficiently 
clear and adequately specific vo that it will not generate troublesome 
controversy between the universities and the Government auditors? 
F Mr. Cutter. It is a rash person who Cyer says he is satisfied with a 
a ~~: Bederal regulation being sufficiently clear to avoid controversy. 
> T gmess what I can say is that we have spent a givat deal of time try- 
ing to make it clear. My own discussions with both HEW and yni-’ 
versity administrators Were, in part, in attempt to resolve significant 


of) * issues that they raised but alga. an attempt to, identify and resolve~ 
eyes Simple problems of clarity, We tried our best to resolve them wherever 


we siw then: we did not always resolve them in ways that pleased 
_ everybody, but we tried our best to {n ke sure that they were at least 
Haste = gift =e ae 
7 ~ At this point, | would say that Ts 
we came out, but I would not fora 
to be points of lack of clarity and di 
look at the interpretation. og ge | pie ey 
Mr.- Fountain: One of the favorite-words of a member of our staff 
ds “significant,” in preparing memoranda for me, I say, “Jim, what | 
“are you talking about? What do you mean?” With reference to specific 
_ situations, he can clarify it, but a lot of pegple have a different. inter- 
pretation of what it is, depending on where they sit..That is why it is 
so important to be.sure that everyone understands it. * 
Statements of earlier witnesses indicated that the use of a monitored 
workload, being optional, few of the schools have indicated a prefer- - 


i relatively pleased with the way 
nute s&} that there are not going 
yreement where we will have to 


a 


._ ences for it. Do you have any data to indicate the number or the percent-. 
age of the schools whieh have declared their intention to employ the - 
. -HYonitored workload option in aporting personnel costs? 
_ Mr, Criver, Not yet, We are beginning to get scattered examples, 
) but We could not give you a definitive answer yet. Sg 
|... Those negotiations weres‘orce again, around th thémes of freedom 
of control, T think the universities’ judgment was that the system. we, 
began to move toward was too tight and restrict) to provide them 
with, in a sense, the freedom that was the principal atiraction of a” 
monitored workload method us opposed to time and effort, reporting. - 
Originally, HEW and, as you well know, the GAO view was that 
" Wo Were moving too far away from control and too far toward freedom. - 
We adopted.a number—I think five or six—of the GAO's sugges- 
tions in this respect and moved, I think, fairly far toward contro}. 
trving to retain a system which did provide more freedom and less 
paperwork. Tt was one of those situations where none of us left the 
table entirely pleased. We were fairly happy, but T do not think the. 
universities were ecstatic about our resolution of that. But we felt it | 
Was a fair resolution and one which, when. given a trial, would be. 
g . Tegualed as preferable to time and effort reporting. To put the bottom — 
iM Jing on it, we are beginning to’ see a scattered sense of acceptances; but 
. nothing statistically significant. be . 
_ Mr. Founraty. Also, in the list of examples of benéfits to educa- 
' tional institutions, on page 4 of your prepared statement,4au cite “a 
reduction in the frequency of faculty time and effort reports.” : 
What is the frequency of these reports under the presently operative 


“Tegulations, and what will the frequeticy be reduced to under OMB _. 


cs. Cireular A-21 when it is fully offective? © -. “ a aS 
Mr. Correa. It used to be monthly; it is now by academic term, but - 
at least twice a year, od “3 
Mr, Founrarn. Not annual? 
Mr. Curren. No, sit a 
Mr. Founrarx. How will this reduced documentation. of the time 


ea which faculty members devote to Government research help, in your: 
‘+ opinion, and based on the digeussiotiy al] af you have had together, rem-_ 

we ody the inadoquate and ware] 1able documentation that HEW now finds | 
. ay Mu “ caer 


in its audits? ; ae. Sx 
_ Mr. Curren. There dre two parts to my answer. The first part is spe- 
cific to your point. we _ oS | 
Tt is my sense that reporting on that basis as opposed to more fre- 


quently permits an averaging out over a period of the work, as opposed - - 


to perhaps over-exaggerated emphasis on the experience of any given . ~ 
month. Again, my own sense is that.an accurate picture taken at wider. 

~ intervals frequently provides one with a more valid sense of the wav in 
which work is distributed than a Very frequent.report. | . 

Tf I can generalize for just 1 second on a slightly separate point, we 
were a little dismayed by the reports of HEW of the difficulties of . 
documentation. Our sense would be that there are obligations of the 

Federal Government. in this respect, but there are-also obligations of 

the recipients. After defining the fairest possible system we can define. 
‘making substantial effort to provide for flexibility and provide for 

alternatives. there isan important obligation resident. in the univer- 


a 


’ Intentions—to the new cost principles as 


a) oe eee See 


2 


‘ats to develop accounting systems and control sy iwi which eialile 


then to deal better with the taxpayers’ money. 

‘We also have the firm sense—to put the bottom line on this—that - 
while the Federal Government haan obligation to be clear and rea- 
sonable and provide alternatives and opportunities for flexibility, the 
recipients of FedePa) money also have a clear ebligpnon<a: be rigorous 

“and disciplined. 

~ Mr. Founrary, T would agree with you on that. T think we ought to 
provide a minimum of medtape and requirements so long as we can, at 
the same tine, obtainsenTidication of maximum responsibility on the 
part of the institutions. 

Ts it your feeling that time or effort records made many ionttie after 
the work is to be performed: are likely to be more reliable than monthly 
activity records I know .it eliminates some paperwork, but T am 
thinking about reliabjlity. 

Mr. Curren. Let me make two points on that. While the reports need 
to be submitted to the Federal Government on that, basis, the records 


. can be kept on any basis that the auditing agency and the institution | 


agreeon, 

. Tho gener alization of that point that T would. make i is that when | - 
‘ong is talking about the frequency of reporting differences between 
12 times s year and 2 times a year, T think one is really talking about 
the quality of controf systems and not about the passage of: time. Mv 
own sense is that one can develop an adequate, disciplined. contre] 
tial that quite adequately reflects time and effort over a 6-month. 
“peri 7 
‘Tf it wore a matter of years-——which it is not—then T think there 


- would be a very real problem. 


Mr. Fornrain. Rovised Circular A-21 i reqitires that:: 


The aucounting practices of Individual colleges and universities: nust vanba 
othe acoumulation of costa ax required by the principles and muat provide for 
adequate documentation to wupport coats charged to sponsored agreements. — 


«Does not the currently operative Federal Management Cireular, 


“FNC 73-8 which OMB A-21 will replace, provide for .the 


same adequate documentation to support cots charg ged to sponsored 
agreements ¢ 

Mr. Curren. Perhaps Mr. Lordun could answer that. 

Mr. Founrain. Mr, Lordan?. | 
Mr. Loran, Yes, sir. T think the same basic provision is in Cireu 
Jar 73-8, That is the principle that runs throughout the various sets 
of rules that: we have—those for State and local sovernments, those 


for contractors, those for universities. T think. we have highlighted it 


a little more clearly jin Miréular A-21. I believe that highlighting 


adopts languaze proposed, tous by the Department of HEW. 


Mr. Founvarw: What is the basis for Mr. MeIntyre’s reference— 


“and Tam not. indicating disagreement but simply asking for the pur- 


sa of getting, the record clear and having an uyderstanding of Iris 

Sight new rules.” as vou 
state on. page 4 of your prepared statement? Tow will they: bring | 
more uniformity to university accounting when the same requirements: . 
in the predecessor cirewlaty did ‘not accomplish this, according to 


i testimony of our witnesses f 


ERIC 
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Mr. Correr. A concern of ours, of HEW’s, and the GAO's, and the 
“4g. subeommittes’s, throughout our developmént of A~21,\was that we: - 


arrive at the end at a method which reasonably: attempted ta define 
very clearly what the Government was getting when it made research — 
grants, That should be divided into basically two aspects :, What it 
Was getting in terms of research and what it was buyiag in'terms of | 
the ancillary charges which need to support research—indireet. casts, 
What I think that Jiny meant by “tight new rules” whs that the 
system that A-21 attempts to defino in a large variety of areas, with 
More ‘precision than had previously been the case, exactly how one 
would apply cost. allocations and cost standards, It also-attempts-to 
narrow the runge of alternatives with respect to ‘any given qquest ior, 
— On the basis of personal experience, in the process of the discus- 
- sions and negotiations, this was always the stickiest point. Since these 
rules had really net been revised since the late 1950's, we were trying 
to apply some standardization across the board. ‘It wus frequently the 
universities’ point that by making what would seem to us to be cost 
changes and accounting changes, we were interfering with the funda. . 
mental functioning of a university. _ 

While we did not agreé with that point entirely, we did agree that. 
the requirement of consistent. cost standards does. in fact. imply a 
restriction. It isin that sense that Jim McIntyre meant tighter, and 
in the sense that the rules had not been looked ’at for almost 20 years, 

“it was certainly new. . .. 88 ‘ 
Mr. Lorvan. Moreover, Mr. Chairman, with respect. to the individ- 

ual ifenis of cost which are spelled out. in paragraph (j), the 44 in- 
dividual items, I think you will find a significant tightening of 
definitions of categories of classes and a better specification of the 
provisions. We are allowing depreciation expense, equipment: charges, 
Anda whole range of issues covered by those 44 items. T think you will 


8 find them considerably tighter than the earlier definitions: 
Mr. Gotpnasimen. Ts that part of the regulations? : 
Mi. Tanpax. Yesysirgitis. < > -_ 
4 aie GOLDHAMMER, Published: in the Federal Register of: Marelt 
P78 as . a : 
Mr. Lorpan, Yes, it isa seri of 44 itenisin paragraph G). 
Mr. Gonpr amen. On what page ? oy. eee ae 
_ Mr, Lorpan. Tt begins; sir. in the Federal Register version of the 
circular on page 12374, a Wi. | 
Mr. Gouprrastwer. Thank you. - é 
Mv. Founraty.” You made reference to the fact-that the revision 
“would retain the éxisting‘polity relying upon individual items. I had 
gotten the impression that this was a new approach, but this is what 
they have been doing all along. 
Mr. Curren. Yes, sir. bo ee os a .  .. & 
Mr. Forntain. A GAO witness testified that revised Circular A-21 
“Like its predecessor, merely establishes the principles for determining . 
costs sipplicable to grants, contracts, and other agreements with edu- 
cational institutions,” : 
Would vou care to comment on that statement? Do you take igsue 


' 


with. it-—“merely ostablishes principles: for determining costs ap- 
plicable.” and soon? aa 
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Mr. Curren. Yos, sir. That is what it is supposed to do. 
Mr. Founran. The GAO witness further stated that, 
For. the circular, te be effective. the accounting practices of the educational 
_distitution must support the accumulation of costs as required: by the principles — 
wlid must provide for adequate documentation to support coats charged to ~ 
» arent and coutracty, © , ’ : 
In other words, as I interpret this testimony, what the witness told 
us Was that the success of A-21 would depend upon the extent to 
Se? which the universities will-adopt the principles and abide by them. 
. This prompts me to ask whether the universities have given you any 
kind of aSsurance that they will: Has there been any variation inthe 
_ kind of assurances they have given you, or have they raised questions: 
ereoee agbout their ability to give those assurances ¢ » —_ 2c a 
- "Mr, Covrer. T certainly have had no sense of an unwillingness: to 


adopt and abide by them. I think the question is the existence and *~” 


_ ol of cost and accounting systems sufficient to do that satis- 
. actoruy. . ge Ney 
~ We have certainly seen examples in the HEW testimony andinGAO 
- findings—that there are places where those systems have not been as - 
satisfactory as we would like them to be. It is for that reason that we 
have also been interested in Circulars A-88 and A-73 which attemptto _ 
_. define, not simply the costing principles which A-21 deals with, but. ~ 
also the responsibilities of the auditing agency for a system definition - 
'. to the specification of deficiencies in costing and accounting systems 
and for followup, both to correct individual audit findings and prob- 
lems. and also to correct system problems. It is clear that that is a con- 
—tinuum, The principles alone are notenough, : 
The universities have participated indepth in the development of | 
‘the circular and have indicated a complete willingness to abide by it. 
What we have to do next, and what we have attempted to do in the 
other circulars, is to define responsibilities and followup procedures — 
oe so that, in fact, the principles get incorporated Into action. ee 
a - Mr. Founratrn. One of the basic things that has concerned GAO and - 
~. - HOEW, and which concerns. us as Representativesin the Congress who 
_ have to provide the funds; is this: In a great many instances, involving 
: ’ substantial sums of money, the auditors say they cannot tell whether | 
' .. the mioney has been expended wisely, whether it has been wasted, or 
whethor it has been spent improperly, because they simply cannot find 
vies. . aw ethe documentation showing how it was spent--no documentation what- 
| soever for the expenditures 0 US ry Seo 
“> Dy. Goranrra. Some of the audits made by HEW, if I remember," - 
show that the pool of money for which expenditures could not be vali- 
« .  datedA#epresented 50 percent of the total. ‘3 
. Curren. We were clearly distressed. us I indicated toward the 
end of my testimony. I would only say that there are many universities _ 
. . which do, indeed. have fine accounting systems, and there are many 
- . financial managers of universities who are as good as financial man- 
agers anywhere. a ee ae 
We are distressed by the. existence and the prevalence of probléms 
and the persisting nature of some of these problefis and have welcomed 
your efforts to improve tho situation: We have felt that what we re- 
_ quire is & continuum of effort, from the definition of “principles” to the 
delrition. of “responsibilities.” to deal with ‘the problem. |. | 
: : 0 
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... My. Founrarms. Mr. Wydler?. ---—---—- ee ee eee 

Mr, Wroter. Mr. Chairman, let me see if I can get 
straight heres 24 
“ The statemént you made is & good statement, and everybody agrees 


with the desire to get a better system and-to do it withoit putting an 


something 


. ° .Unnecessary burden on the universities. 
: _T am not clear in my own mind, however, on where you came down in 
' this statement. You allude at one point to the fact that you have man- 
aged to do this and still give the universities less work than they had 
before. Are you telling me that. under the new, revised. ystem. you-have — 
now instituted, there is less work for the universities to do than before, 
. oY are you telling me there is more work to do now that you have the _ 
_. new system ? Which is it? a _ eet a 
. Mr. Correr. My own. judgment—and it is only mine, and it is also'a — 
judgment in advance of the fact because we have not seen it at work— 
_ is that, in terms of work, there is probably less, but in terms of preci-. 
_, alon required and consistency of definition and overall-consistency —— 
Mr. Wrbiex. To be P ise requires a great deal of effort. It is easy to 
ry 7 and 
€ i 
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‘talk about. “substantial, it. is very hard to talk about the little de- 
tails which usually take\s_groat deal of time, Precision is very time- 
consuming and very arduous in anything in life, It is easy to do some- 
thing on a grand scale; it is very hard to do it on a precise scale. ~ °°” 

Mr. Currer. That is not what I meant by “precision.” - moe gt 
Mr,.Wyorer. I do not understand what you are saying, frankly. I 
think the workload is directly proportionate to the precision that,you 
uire,isit not? [ne ar a ee. oe 1% 
r. Correr. That was not what I meant by “precision.” By precision, 
’ -Idid not.mean carrying things out to the “nth” decimal place. What 
I really meant was precision of definition with respect to cost 
sllocations.: eg . age ae 
‘We have, I. think, made it much clearer what we would accept as an * 

‘indirect charge on research, for example, and what we would not, It 
is in that sense, in 44 different arcas, that we have a more precise and 

-more consistent set of.cost standards,I think. : s po 

_ With respect to the work required to develop a cost accounting sys- | 
tem, my own sense would be that the work is less. Therg clearly may be | 
disagreament with that. But the items that I mention Bh page 4 of nry - 
testimony’aré the kinds of examples thst. I posed to you as things les- 
sening the amount of work. os 23. 

_  - Mr. Wyprxr. To a certain degree—and I suppose it is inevitable—_ 
_—--. You are going to be chasing a rainbow in trying to_get. 4 system that—-~--- 
roe OD.209 Mach becausé you. can-make ail the precision reqijrementsyou - * 
want; it is up to the ingenuity of the person filling out the form to 
come within the definition that you set forth instead of doing it the 
way he might have been doing it in the past, which would not come __ 
within these definitions’ But he has to change things around a little 
“bit the way he reports it and the way he does it to fit it within the 
uirements. . ae ¢. 
The thing that gets me here is we are spending a lot of time and 
~ effort—it seems to me—to try to make the public feel good by saying: 
Well, we have a lot of good reports from these universities; we can open them . 
up—nobody will but we can if we have to—and look at the page and have ail the | 


Soe do Oe 
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-yight numbers in there; it will add up to the right total for the grant at theend 
of the report; therefore, we have really protected the public in what they are . 


Yet, 1 do not think that is what the Government is buying. That is 
what bothers me about it. [ think, what the’ Government is trying?to 


buy here is the result. That is what we really pive money to univer- 


* ities for, at lest as far as I am concerned. I do not want them to send - 
me a dot of rey 


its sayinge they have spent the money, in accordance 
with the application. T want-to see. what they gave us for the expendi- 


ture of the money in the bottom line, That is what Tam interested in— . . 
“What did you do with it? How did you advance the cause of man-" 


kind? How did you a aoe reseatch and development in this 
particular field4# What did you do for us, not how well did you ac- 
count for it?” They might have accounted for it perfectly and wasted 


_every nickel. 


e 


: That, to me, seems to be the botfom line here, and IT am not sure 1 


understand the connection between what we are doing with all these 


mports and that. I do not see where those two things are the same at 
all. ° ue he oo Sa i 
Mr. Curren. But that is the basic pull and tug in this whole effort. 
T otiess in some respects Tam the relevant. person to raise that point 


“with because T manage the entire budget process out-of OMB. There- 


fore, While 1 have spent significant amounts of time on the A-21 de- 


which goes to universif tes, 


While, in the course of these proceedings, it may not seem the case, — 


I feel as strongly about the importance of a consistent, constant effort 
in basie research for this country in light of our problems with declin- 
ing productivity. the declining rate of patent development, and all of 
the concerns that have been voiced in’othey places ay other people. 
I fee] strongly about that and aboutxhe Pederal Government’s respon- 
sibility for that, as strongly as T do abot these kinds of concerns. 

v-- There is, in fact, a pull and tug befween our desire to get research 
and our desire; on the other hand, to make absolutely certain that we 
know what we are buying. un 


I think the Federal Government has responsibilities for both, and I,,) 


'  aaled 


do not think it can avoid either, We could’ notavoid an attempt to 


_slevelop a rigorous and disciplined system of cost standards,‘cost ac- 
counting, audits, and an attempt to assign responsibilities, and then to - 


enforce responsibilities in that area. 


= selepaent, I also spent a heck of a lot of time onthe development of. . 
‘the basic’ researelr budget: for. the Wederal Government, almost all of : 


Also, we cannot ‘avoid spending resources in this area—yon-are | 


absolutedy right. 


respect to an institution, fhat I think we all want to be careful about. 


‘~ A farther difficulty of this is that all of this comes together with. 


which ix the university. The university is not a goverhment, and it is | 
not a business; it is a center of learning. and it is intended to bea. 


center of free discourse and uninhibited ideas, We do not want, as 2 
Government, fo micromanage and determine the shape and direction 
of an institution by insensitive accounting rules. ° 


On the other hand, we want to know what: we are buying, and we | 


‘want fo assert our responsibility, and we want to haye the recipients. 


* “~~ ‘ 


239 : 


« = > i Pe 


a 


a re oe 236 


sof the funds that we are spending pioperly accepting their respon- . 
sibility, We want to be able to say ta you and to the taxpayers 
. Yes, we fulfilled our responsibilities in the seuse of allocating funds to research 
nO that we can continue technological process and productivity, but we have also, 
fullilled our responsibilities in being able to tell you where the money weut, 
_ Mn. Wyorer, It is clear, however, that it is not just to send in a good ” 
oe report. That is the.thing that makes me a little nervous 
ere, = . - i < 
In other words, the university might got the feeling that their only’ | 
a . responsibility to the Federal agency that is supposed to be getting the — 
benefits of their research is to see that the money was spent in accord- 
. ance with the rules we have put forth, so that they have filled out a nice 
report which we can add up, and if it adds up right, that is fine, 
But there is supposed to be some other review of what is going on: 
~ here. That is not the really significant part of the review. The impor- 
tant part of the review is the performance, not'the accounting. 
Mr. Currer. Well, t would amend that. - . 
Wearing wy other hat, when J chair the reviews of the program 
agencies 1 Jean fairly heavily on results, This is not to say that we try 
>. to make some judgment about what'a research project of high energy 
_. physics, the terms for which I can barely pronounce much less under- 
stund, should result in, Byt we do try to make certain that those 
systems exist aswell, ; ie a: Le 
But T.would argue that; in general, while one can leok at any given 
a system of cost allocation. and say, “That-is pretty green eyeshade'in 
wee,  FelationsDip tathe overwhelung. importance.ef: thecend resale,” Terra 
‘think, in general and across the board, a systematic, rigorous effort to | 
nike sure that we spend our money in the way we want it to be spent 
is as important, in governance as is the concern with the end product. 
Mr. Founraiy. T agree. You have to have it to enable those of us 
who have responsibilities in Congress and in the execytive agericies to 
have trust in what is being done:. _ 
Mr, Cvrrer. That is exactly right. ‘ " 
Mr, Founvars. You may have 8 or'10 years of research with seem- 
ingly no results, and you may think the ‘money has been wasted. But... 
the mwartant thing ale: inwdditionte redilts Which ‘You may or may 
not get, is to be sure that during those 10. years, an effort is made to 
spend those finds for the purpose for which they are intended—to try 
to get the results which are set forth as an intention in the initial ap- 
plication, We know a lot of money is spent on research which does not 
give the results hoped for. a ; 
—~ We will have to takeya recess for a vote and will.be back in just a 
- .feweminutes.. _ ; ae 
The subcommittee’ stands in recess for about 10 minutes. 
Recess taken.] 3 aa . 
Mr. Founvats. The subcommittee will come to order. ea 
Some of gur qnestions are. to give us the benefit of what has . 
‘transpired... ; . ea oe 
Refore promulgating these regulations, had you consulted with the 
HEW. Audit Agency fo ascertain the identity of the schools: ap- 
parently successfully meeting the accountabilit y requirements, as 
evidenced by the fact that consecutive gudits over a 3- to 5-year period 


FAO A = nth, 


revealed no exceptions? 


“4 
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i _ The reason I ask that question is this. The day before yesterday, Mt. 
‘Stepnick of the HEW Audit Agency said that there are schools that. 
consistently meet the accountability requirements; and the staff of the . 
subcommittee, in its review of 150 to 200 audits made by the HEW: 

Audit: Agency and the Defense Contract’ Audit Agency, observed 


.* many schools, both large and small, which have had no problem in 
“ necting the accountability requirements, 


My next question. which is really part of the other question, is this: 
. Did ‘you make any attempt to identify schools in compliance for the . 
NY |. purpose of ascertaining why those schools could ynect the require- 
> ments and did meet the requirements? =| 
Mr. Curren. Not with respect to the development of A-21, We dealt 
with HEW throughout the process of looking at A-2]. Indeed, we 
were working fron an initial version of their proposed revision. But 
the problem that you have raised is, I think, a different one. 

In A-21, we dealt with the princi she and the degree to which a- 
university or college has .acsystem which enables them to come into 
compliance and to meet standards of accountability. This is an ‘issue 

that we would look at and would want to have looked st with respect 
- tosome of the other circulars Ihave menfioned. - i ae eee: _ 

Mr. Founrai, I asked two questions at once, which I did not intend = 
to do. Let me repeat the second question. a 
- Did you make diny attempt to identify the schools in compliance 
in an effort to.determine why those schools were able to meet the re- 
quirements and did meet the requirements? 3 er 

oy a, oon, A -Gpatrer. Not in the. process-of doing A-21-Wedeal much pore: 
with the*principles.. ; _* co, .. s 
-Mr. Fouxtarx. Do vou'think it is necessary or adyisable to consider, 
let us say, the secret. of their success as‘compared with some of the 
others before finalizing the regulations! 7 re 
Mr. Curren. I would want A-21 to be finalized because that is, again, © 
oe of principles. 7 a 
‘think thedj#ferent experience of colleges and universities and the 
2. different degrees of buceess in deyeloping systemng.that they findaaces | 
syeerauee - venta atid Sd*dowe=we, ii’ this instances, being the Federal Gov- 
-*. emment and the auditing agency, not just OMB—is, something that ~ — 
a showd constantly be looked af. " "ee ee 
) \ Mr. Founvatn.. On page 5. of your prepared statement, you men- 

s tioned the revision of yeur Circular A-110. An HEW official testified 
yesterday that, in general, A-110 is an improvement, but he reported 
that there are several parts that have turned out to be controversial in 

~  HEW. Ho added: ft ee 
For HEW, probably the most controversial, change brought about by the 
circular (A+110) is’ in the area of financial reporting. Many of our project 
xTaut programs were accustomed to getting fiuancfal reports from grantees ¢ 
.. that included breakdowns of costs bY object of expenditure categories—such as ‘i 
’ “salaries, Supplies, aud so forth. Under Circular A-110, Federal agencies are no 
t - lunger allowed to require such breakdowns. * * * ., — 
. The TIEW official further testified that in addition to the elimina- 
_ tion of the requivement for the categorical breakdown of expenditures 
in ROE’s--repotts ‘of expenditures—revised Circular A+110 also 
cehanged the frequency of furnishing ROE’s by universities from 
every 3} months to once a vear. - oF , 
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I. gathored from what you said earlier it was every 6 months. 
Mr. Curier. This ig a different one. at 


As I understand it, we talked a little bit about this while you were 
voting. The frequency issue is this. I think it was every quarter prior 
to the revision and if is now. My understanding is that the frequency 
was not changed and that the testimany was in sion} think that is 
accurate, That is ny understanding. | : 
The object claxs issue is a different question. We do allow object. 
_ class information to be required as part of the application’s process, 
my judgment being that an analysis of that kind of a budget organized 
_ that way-—hy object class—or the examination of such a budget in 
the course of deciding upon an application, is one useful and impor- - 
“, ,tant way of deciding on the appropristeness of the costs and funds 
> Requested. by the applicant. eo x «ae 
What we have not allowed in the Circular A-110 is the collection 
of object class information after that. The reason for that is some- . 
thing to do with both what we require in other respects and the his- ° 
tory of it. We first began to look at that with the object of standard- 
_ ‘ling object class information requests because our sense was that 
a they were being requested in a variety of different ways and the 
~~ burden was fairly heavy. Se Se 
_ My information is that, across all the agencies, we were requesting 
about. 108 different object class categories. a oc 
As wo. began the:effort to standardize. it became increasingly more 
obvions that object class information at the start of a project is 
‘useful in arriving at a judgment. However, when the data collection 
oct. Was being required after the grant had beon made, it was being colleeted. ._ 
And nothing was being done about it. It did not seem to be a useful 
kind of information to collect. oS aia 
Our, further judgment is that there are already restrictions on how - 
“> grant Jawney can beused2The new A-21 defines, with considerably 
More precision than in the past, standards’ of cost allocation and of 
costing that we will allow. rr re’ 
Tf a budget is to be changed by more than 5 pereent— and Circular | 
A-110 requires this—then a revised budget, has to be submitted upon _ 
which we can make judgement. In specific areas—travel and equip- 
ment purchases, for example—there are detailed limitations, and then, 
finally. there is an audit at the end which would require the mainte- 
nance of a cost system of safficient quality to sustain the charges. __ 
On the basis of all.of that. our judgment was that the object class 
information, as it had been collected before, had not been used use- 
fully. was not likely ta be used usefully, and there were requirements - 
of other kinds which were far more than adéquate in terms of dealing 
with the gatheritig of sufficient information of this kind. 
Mr. Forwtaty. Dr. Goldberg ? eo 
Dr. Gorprers: Thank vou, Mr.Chairman, lk, 
~The subcommittee staff received a contrary representation from one — 
large institute at NIH, and I think it can safely be said to a lesser de- 
xree fron a second, that the categorical breakdown in the ROF's has 
been used over a period of years for management. purposes. The ex- 
tramural managenent staff used those ROE’s for the purpose of ascer- 
pining the flow of project. expenditures by categories. an 


; ; 


_. If they found, for example, that in certain institutions the amounts 
budgeted for personnel or travel were being underspent, they assured 
us, and showed us some evidence, that they actively pursued this matter 
with the institution for the purpose of reallocating the unspent money 
for funding additional projects. :. a 
‘They represented to us that they actually were getting more research - 
~ performed for the same dollar amount by this management tool which. 
a _ they no longer would have available. ; aan 
te Have you received any such representations from NIH? . 
+ Mr. Currex. I cannot remember specifically from NIH, but there 
were clearly disagreements with this HEW initially disagreed. 
My sense now is that HEW is pretty well satisfied with A-110. And” 
I think it is, again, a question of how far you go. 
In my own management experience where I have had to use cost - 
-accounting data and management information systems extensively, I 


would personally regard object class information as mot particularly _— 


useful. ; 
In A-110, the whole question was resolved—and TI do not want to 
use the “not on my watch” argument—long before I joined OMB. 
Nevertheless, I would probably make the same decision. I do not 
personally regard it as useful management, information. In fact, while 
this ay be evidence on one program out of literally hundteds, my own 
sense iy that it is a burden out of proportion to the value one would — 
ect from it. The more one would use that kind of data, the more one. 
would have to get into micromanagement of the projects, which is not, 
. T ae something that any of us would want the Federal Government 

.. toe doing. — . get a ia acts 

Z These other sets of requirements are, in fact, very adequate safe- 
guards, We would hope that the result of all of these would be both 
refined control, # somewhat.greater definition of “responsibilities,” and 


ee “* Gore research for the Feral dollar? But I.would not want to do it 
"+ by auditing paper towel expenditures. 


r. Gotpnerc. You may very well be right that the instances in *_ 


« *. which information on expenditure by object class is used as 4 manage- 
_« nent tool is a telatiyely small percentage of the total. In terms of 

| - money expended, it may be a different matter, becausa.the institute 1 

7 _ an referring to is the second largest at NIH, and NIH is the “big 

, . daddy” of Government expenditure for health research, So, we may. 
be talking about a very large amount of money. . ‘ a 
Poshaps we should try to bring the folks who have been using this - 

. as a management tool together with your staff, and see whether there 
cons —*— isa case hore that has been overlooked. - |. ag es % 
‘y Mr. Curren. We can certainly do that. If you would like, we can go - 

‘ahead anddoit. —. . - 

‘Mr. -Forxraty. Was the prohibition in Circular A-110 against 

| Federal agency requirement of a breakdown of expenditure. reports 

.. by category: motivated. to any extent, by cost saving considerations? 


direet sense. | think it was more a.concern about paperwork and & 
«sense that the effort involved was-not worth the value one received. 


“Mr. Curren. I do not think it was a cost saving consideration in titat =~. 


Mr. Forntarx. Yesterday, I placed in the record documents from -_ 


4 HEW files, among which is Mr. McIntyre’s April 20, 1978, lettar to” . 


dco, RAR 
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Secretary Califano. I understand from now on it will be Secretary 


Harris. 
Mr, Curmax. Yes, sir. 


Mr. Founvatn. This letter denied his request for an exception to 


' #ireular A-110 to permit categorical expenditure Teports on grants to 
universities, hospitals, and other nonprofit. organizations. Are you i 


familiar with this letter? 
Mr. Curren. Yes, sir 


Mr, Fousvars. Among the documents placed in the record. was a 


é A ; 


document from un NIH unit reporting the results of a survey which 
polled a number of contract and grant office directors at universitics 


- throughout the couytry to determine their pre 
the old and the ewe 
A-110, According ta the NII icials, mast 
' abjection to the old requirements and, in fact, 


ferences with respect to 


port of expenditure requirenents under revised 
of the schools had no. 


preferred them: 


ee Ave you aware af the NIH letter and the results of the survey? I 
am asking-aquestions I-do nog mean ta indicate I am advocating one 


Viewpoint or the other; I am simply asking 


for purposes of back- 


. ground and the basis on which the decision was made. 2 


Mr. Currer. Tum not aware of the survey, 
Secretary Califano in front of me. 
/ Mr. Fountain. Do we have the document ? 


Dr, Gotopers. Yes, we have it. 


© wight want to make of it. \ 


Mr. Curren, Mr, Lordan i-aware of it, and 


no. T have the letter to 


Mr, Fountary, We might give it to Mr. Cutter for whatever use he 


he has 2 copy. 


. >. Mr. Fornraty. Recently, the subcommittee staff had occasion to in- 
| ferview a number of NIH program officials. During the interviews, it 


_-becanw quite clear that tliese program officials, in particular, feel very 


strongly that they have lost an important monitoritig tool by the new 


ROE regulation in Cireylar 4-110, which is‘a little bit different atti- 


~ tude from: what I found any:yeurs ago when 


we made the first study, | 


I think, of that _ageney that hadyever been mde by ‘a congressional 


committee, . 


* Tn addit coin testimony before the subcommittee ‘on: Tuesday, a 


GAO representative testified concerning the 


iwport entitled, “Federally Sponsored Research at Edyeationa] Insti-.’. ae 
tutions: A Need for Improved Accountability.” He gatell that wide- - 
a reported Wf HEW and the 


spread misuse of Federal research dollar 
hews media is oceurring. 


August 18, 1978 GAO 


The GAO report, in its conclusions and recommendations, ‘stated 
if 


that the misuse of Fegheral reséarch dollars cal 


1 be minimized through _ 


More oversight by grantor agencies with respect to how research 


moneys are being spent: NIH feels that its oversight with respect to. 


how research maneys are being spent has been weakened by ‘the new 


*' ROE regulation. In effect, the force of GAO's 


call fox more oversight 


has been frustrated, they indicate, at least in part, by-the A-110 regu- 


lation requirements for reports of expenditures. I think we would ap. 


- preciaty your comments as well as an-explanation for your denial of 
HEW"s request for an exception to the regulation. | 


Mr. Curren. Yes, sir, Let ine give both the general reasons for a 


denial and then a comment on the overall point. 
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ooops Accounting Ach for years, the budget was basically sperceiv: a 
— Congress and by the Executive as.essentially a “green eyeshade’” de-}'' 


Qo 


ERIC 


tment, travel, or major changes in # eet 
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, et — 1 on .. Pace uf a: : . . a ge a 
The reasons for the denial\in addition’ to the Specific. points 'T have | 
made in the conversation with Dr. Goldberg, were that -A-110 does. 
ask that information be collected and categorized \by program and by : 
activity as opposed to by ‘object class, Our judgment. is thet this ix, in. 
important respects, a sioré valuable means of gathoring data, qualified | 


by the kind of exceptions for very pensitive items ‘as purchases of equip- 
What we really care about following the comnients af Congress. — 
man Wydler, is what they do, not what they buy in order'to doit. Ale *- 7) 
though. once again, as IL havy suid, we qualify that by wanting topee ° ~ 
major changes in the budget, by: having uperific limifations in, specifig’ 
areas, by having cost standards, and by having audits? 2 
Within the framework of that kindswf control, whigh I think is sub- 
stantial, we would prefer reporting systenis and management systénis || 
anid control systems, both-in the universities and here; focys somewhat: % 


~ more on the nature and value of the program, as opposed to the'wart- 


ous bits and pieecs that go together to make up! ee Peat a 
I have two comments—one ‘philosophical and the other, J think, @ 0+), 
response to the poihts you have raised, eee Dae oe ee 
The history of the Federal budget as a whole has followed thistrend. .  * 
In the early days of the Federal: budget, ‘after thé 1921 Budget’ and". = 
a es the, 


ont 
\ 


vice, As a matter of fact, if you look back in the record: you! will find 


i 
‘eo 


fascinating comments by budget directors in the late 1920's wHo argued |,‘ ** 


‘that their job does not have anything to do with why Federal moneys’). 


ure: spent. They ary really the “green eyeshade people in the bases © 
ment,” counting the paperclips. gs ae, ae 
a decidedly, is not the viewpoint about the Federal budggt™, | t 
today. . 7 : 4 
1 probably testify: 40 times a year, and I would be surprised if, in any = 
of thein, the isstie is “How do you.do object. class budgets with respect *. 
to program XYZ?" Tt is much more, “How do you define this program? = 4. 
What do you get for this program? Why did you choose to cut it, or- 
do away with it ¢ Why are you defending increases in it?” This is from 


_ a policy and management point of view, not from an object: class point. 
. of view, — Obagi: 


+ ao RAS age ae rod : 2 : . md 

” Sosin'a sense this follows'that genoral trend, and my own judgmen® >“ 

is that if isa wise trend. - : ' Cc 
Following the more specific point that you raised, my own sense is: 

that the ability to assure accountability and to develop a. sense that 

the Federal Government knows what it is buying is fostered far-more | 

by process and ‘by systems than it is by a particular kind of accounting. 
What we need are firm definitions of hie principles under which we 


“will require accounting for our costing principles. ‘which A-21 pro- 


vides, and. firm definitions of the responsibilities and the manner by . 
which the Federal Governmént. will carry out audits. which A-73 and 


_Ac8S hegin to attempt to approach. Also, we need firm standards 


with respect: to the responsibilities to do the andits and te follow up 
on findings with respect to them, both when we see systems probleris— 
costing: and accounting systems that are simply not adequate—and - 
when we have individual problems, particularly cost categories that 
were not as we would Itke them to have been, 


Bas 


ant 2 Ser) oN Ce Ay a. a 
\ { ' \ At ; in my 2 = ‘ ’ ) F a: \ 
ae oo . : ‘ “EO , 7 R 
1 . F . cf 4 1 . 
oe ee eee ee ee 
; a er a xo ae, oot as sot soe an a ef . \ : ‘ oo é i i \ 8, daa 
. } So, What T think we need: are. principles, systems for applying the Ny 
re seme spe aud systems | fox foNowing up when systenis are applied... 
| .. Dwould vegard:a relentless effort to\define and to Improve those areas (0+, 
ree.) a8! far Moredmportant thai Sea pR a eae ; (er ar oe 
Edo nét want 'to pub too had an edge on this because itis not same- 


ee seas thing that-any of us are falling on oun swords about, but Iny OWn sans 
Would de that anyone. in the Rederal sovernmend who says to-you that =: 
_ , the, absence of ‘abject, class ‘tepdrtipy is the ‘xeason why -Federal: ace 0 
. 7” Countability is ngtas good as\it should be simply does‘nat undarstand ©. < 
. . the problem, Thiyig simply not the problem... Me he ye 
_ Mr. Fountars, How, would your new regulation take care‘of. COs 
, plaints such as the one: we had by oné of the scientists who said befor.) 
_ our subcommittee+wnd T would ‘guess there would be some others, but. \. 
“ y  these demon or Tbss examples and how’ p&stalent they’axeT do:not 
_«.. . know—that he wad jo way of knowing how the. research money, Which > 
- » he had applic -for and justified in his’ application, was being spent? fee 
In faet, GiwAnas being asked repeatedly to sign w& blank report arn, 
_. and-ethers ‘were going to fill‘in' the information. a. ear 
“i. ANparently, some ofthe indications were that research moneys were 
spent Yor other, purposes—mayhbe: good purpgses but, not. the purposes 
~ for which the funds were intended. We ote °° AP ie ee 
_, How will the researcher know that he is getting what he needs to do 


N 


s 


ae 
. "hig jokin terms of dollars? . eae ee Me ee | 
owes Mine Qurrer.. First of all, I would say that T do not think “object™ 
/ 4. class reporting would help thaf¥esearclier, if thé cost systemg of the =. - 
Ve 3 na Ny are'so bad and the researcher’s own! understanding of the 
—obligathons he: accepts when he: undertakes a: grant are so imperfect. , 
that lie is willing to sign a blank ‘sheet. Y leagned ‘very early in my | 
cafoer that you do not sign blankjchecks. If thore Rye major researchers 
in_our universities who do this, Wthink they need Courses ithe law. |, - 
‘Afr. Fountain. He said he was: because he would net continues 2) 


inj them. + 7 ee Se gs 
Mr. Cortex. That'seems to me to he evidence of a deficient agcdunt- 
ingisystem, Tegardless of what kind of cost! information is defined. I 


é 


would argue that that accounting system, should: not’ focus on object Z 
"  \ class porting, at least in terms of the kinds-bf reports made to the: 
ie. Federal Government. - ‘egt ho ) 2 ern 


certainly would not, argue that, tha.tmiversity'does not have 


But I 
di ity to maihtain a Tigorous' accounting system and the 


Fijt'- soon Dh 


university should not present blank signatuie sheets to the principal 
Ju... investigators, and principal investigators'should nof sign thom.“ 
at Mi. Founrary, If a college or university has a responsible gccount- 
pieces ing systém, is there any way that Federal auditors can examine and 


_ inspect that accounting system to determine substantially whether or 


- » nor the funds—the Federal granf.funds+-are spent for the purpose’. 
- xfer which they wereintended? 6 > i nl 

J a) Mr Corrirx. Yes, sir. They-have that res yonstbility. 

_» [think it is Circulars A-73 and A-88 which are more precisely on - 

- . poing. They focus onvand define the cognizant agency’s responsibili-' 

: ties somewhat more. precisely, I think; andi reinforce the principle of 
= the ‘coynizant agency. Then it siys'that the agency is responsible, both 

. for noting and‘ correcting or, attempting to\ correct significant prob-  .)_ 
.* ‘ Jlems with respect to the accounting and control,systenis and signifi © + 


_ cant individual problems with respect to ae ata Jos 3 a 
ws 9 - 7 : : : os ied f ae \- i. i J . aa; it 
! tome ; : oe 1 1 at i a * . ie : : 
ERIC’ 4 a? a oe EPS tee aS all 
Dod ee ce oe me * : . iene fy ea a 


'_ be designed to deteet. 


a a. , 
So, T think there is a means by. which the Federal Government and 

the auditing agency can tind:the problems you mention and that there 

Isa responsibility now pinpointed for them to do something about it. 


Mr. Founrain. Would that detect» prohibited or improper cost | 


trynsfers? yt ee 7 
Mr. Correr. Yes, sir. That is precisely the kind of thing it would 


oar a 


Twas dismayed, in reading one of the GAO reports, with sung ct 


the cost transfers. that had been reported. Those were ‘clearly Vine 


and affect those judgments. 


proper, and clearly # system of-aydit and audit followup should note 
Mr. Foowrars. Apparently that has gone on for a number of years. 


4 


They have been told about it, but nothing has been done qbout it. 
agree, essentially, with the thrust of what vou are attempting to ° 


do. What goncerns me is the number of situations where auditors go 


in and say, “We simply do not find in the reegrds'documéntation of 


changes be reported. 


. the expenditure of any of these funds.” a 


How will your system take,care of that? 
. Mr. Cuvrer. Thavetwocomments, °° 7” -* *, 
First, we have defined the principles, and it is now the responsibility. 


_of the cognizant. agency to yndertake the audits, We have defined 


audit yesponsibilities quite clearly,-I think, under CirculargA-73, and! 
under A=88 we define the responsibilities,- particujarly.with respect 


to universities. It. is the responsibility of the agency to undertake the ., 


audits and:to follow up on problems noted. ~ . 


Clearly, if it is not simply a case of there being isolated differences 
: Ply a 


in an undit.whieh have ta be resolved by negotiation, which are the’ 
_ kind of thing whicli accrue in any system, but there is a system break- 
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y 


down to the extent that literally 450. percent of the costs cannot be |. - 


explained, that is asystem bregkdown, It is at that «point, T-think, the - 
responsibility of the agency. to flag that and, if necessary, to make it 
an nuportant clement in their avedrding of grants. _—" . 

" Mr. Founraw. T think T.made referenceeto what some of the uni- 
versity people said yesterday in their expressions of concern. T do 


not know how detailed they were. Having to-preside und ask ques; ~ - 


tions, Timay have missed some. ar ree 
— Do you recall, Dr Goldberg, what their basic objection is te the 

new approach? oe. ee os an 

» Dr-Gotppexc: The eniphasis, as T understood it, was. placed-tipon - 


‘the detailed réporting under the monitored workload system which. 


they had originally advocated, the detail-of documentation that would 
be required. Phe contention was made, if F remembér correctly, that 
contrary to their expectations, OMB is requiring that insignificant 


*] have no clear idea:as to what a significant or insignificant change 


is. We really received no-tefinition on thatscore. 


| Mr. Curren. Firsof all. forgetting the difference between sig- 
nifi¢ant and insigni®eant—T will get to that in a minute—the moni- 


tored workload system, as we eventually defined it, clearly implied 
more control than the monitored workload system that the universt-. 
ties woulfl have preferred. There was simply a’di#etent judgment. We 
sit in a different place. and it was a. diffefent judgment as to. 
responsibilities. . « 2 


\ 


a Se 


ay ae 


T-think that in our first revision, the GAO reported we were not 


sufficiently far along: toward that point, and we moved fairly’ far - 


towards GAO's viewpoint. |, wy - oo 
So, the system as we have defined it, while Pthinkit provides a clear 
Alternative to time and effort reporting.and involves lesa paperwork, 
fous at fie same time involve more control than alternatives one gould 
unagine: But it isthe system as wehave definedit. 0. - eS 
"- The appliention of thet systeyi, which might be the point at issue 
now, is this. Obviously. fundamental to all of this is, if a principal! . 
investigator defines a workload in advance. and that is the basis upon: 
which the estimate is made, how doesone change—on what basis does 
_ one change thatover time ?-‘The reality is never as one had. predicted. 
Tf we are going’to require, dr if the auditing agency. is going to re- 
quire that every insignificant change be the basis for complete change. 
then we have not niad@ puch progress. . : ee es 
‘That was not our intention. It is our intention that major or sig- | 


nificant changes be reflected, but not insigniticant ones. That was the _ Pe 


first question you asked me. _ sa 
T thik there will always be ambiguity about that. . 
Dr. Gotonera, May I interrupt at this point? - se oo 
oo Mr. Correr’ Certainly... 9 © 


Dr. Gotparrc. Has.OMB.drawn up a list of examples of, what con 


~ stiftites a major or significant change? ; 


- oe Mr Cure. Yes, sir.’ 


ae 


a 


Dr. Gotonena. Could you submit that forthe record? - 


Mr. Curren: Yes, sire * 


at this point. Pee ee ee 
’ [The infarmation referred to follows :] 


Monitored workload.—Under thig method the distribution. of ‘xalaries and 
Wages applicable to sponsored agreements is. based on dudgeted or assigned work- |. 
loud, updated to refloct any significant changes in workload distributions, A mon- 
itured workload system used for salaries and wages charged directly or fndirectly 
to sponsored agreements will meet the following standards: Lom 

(1) A system of budgeted or assigned workload will be ‘incorperated into the, . 
official reconda:of the institution and encompass both sponsored aud all other ac- - 
tivities on an titegrated basis, The system may include the use of subsidiary 
records, : ; , re 

(2) The system will reasonably reflect workload of employees, accounting for 

* 400 pereent of the work for which the employee is ‘compensated and which is! 
required in fulfillment of the employee's obligations to the institution. Because 
. practices vary mong institutions and within Institutions as to the total activity 
constituting a fall workjoad—when expressed in measurable units, such as con- 
tact hours in teaching—the system will be based on a determination for each 
Andiviiual, reflecting the ratio of each of the activities which comprise the total 

“workload. of the individual, (But see Section H for tredtment of indirect costs. 
“under the simplitied method for small institutions.) 8 at 

13) The system will provide forimodification of an individual's salary or silary 
‘distribution commensurate with any signiffurnt change in the employee's work- 
load o¥ the ratio of activities comprising the total workload. A significant change 
in an employee's workload shalt be considered to include the following as a min- 


Wag 


Mr. Foentary. Without objection, it will be included in the record 3h 


ae 


.. dum: wien work begins or ends on a sponsored agreement, ‘when a teaching __ 


load is materially modified, when additional tnanileipated assignments are re- 
ceived or taken away, when an individual begins or ends: sabbatical leave, pro- 
longed sick leave, or leave without pay, ete. Short-term (xueh ax one or two 


months) fluctuation between workload. categories need uot be considered as long * 7 


‘as the distribution of salaries and wages is reasonable over the longer term such 
ax any academic’ period. Whenever ft is apparent that a change in workload will 


Mo 


ir or bax occurted. the change will be documented over the signature of a re- 


. $ponsible official and, if significant, entered into the aystem. 


(4) The system will utillse workload categories reflecting activity which is 


uwpplicahle to each sponsored agreement, each indirect coat activity, and each 


major function of the {netitution. oe ’ 
(5) At least aunually a statement will be signed by the employee. principal 


“\uvextigator, of responsible official, having first hand knowledge of the work atat: 
ing that salaries and wages chagged to sponsored agreements aa direct charges, or | 


that sularies aod wagew charged to both direct and indirect cost catagories. or ta 
more than one indirect cost category’ are reasonable, : 


- (0) The systems will provide for independent interna] evaluations to insure that — 


: tt in working effectively. 


(7) In the use of this method an institution shall notbe required to provide - 
* ‘additional support or documegtation for the effort actually. performed, but.is 
‘nepponsible for assuring that the xystem meets the above atangagis, ‘ 


Mr. Fountain. Are there any other questions? wk 
{Noresponse.J. 7 . a. 
Mr. Fourtars. Thank you very much, Mr. Cutter and Mr. Lordan, 


* 


for your very forthright and informative responses to our questions. 


* [think we know what your position is. ° 


Mu. Curren. Mr. Chairman, thank’you for giving us the opportunity 


to’ appear. 


o. 


ca 


’ 


Mr. Curren. Thank you, sir. So do I. = 


to run as sinoothly as possible, 


Mr. Founxra: 1 hope that when \you go back things will continue - 


Mr, Fountars; Our next witness is De® William Sewell. _ | 
Dr. Sewell, you may come up and bring anyone you have with you. 


Dr. Sewell is chairman of the National Commission on Research, . — 
* We are delighted to have you with us, Dr. Sewell, and will be glad to - 


hear from. you at this time. I believe you are accompanied by Mr. 
Gregory Fusco, your staff director. , a a oo 
- Goright-ahead. .. _ : aa 


a 


STATEMENT OF DR. WILLIAM SEWELL, CHAIRMAN, NATIONAL . 
‘COMMISSION ON RESEARCH; ACCOMPANIED BY GREGORY FUSCO, - 


STAFF DIRECTOR = 


Dr. Sewen.. Mre Chairman, my name is William Sewell. 7 appear 


before you today on behalf of the National Commission on Research. | 


serve as the chairman of the commission. I am also’a professor of 


sociology at the University of Wisconsin—Madiron, where I formerly —. 
served as the department chairman and Jater as the division chairman : 


and then as chancellor of the university. 


Mr. Fusco is the staff director of the commissien and a former staff 


member of the: U.S. Senate Committee on Humgn. Resources. 


. > mittee. We also appres 


- later dates, We believe that the subcommitte 


: 


e appreciate oS eee to present our Ne S ie subcom. 
Ssistance of the subcom: 


i te the courtesy an 
niittee staff in arranging our appearance. 


The pl ae df my testimony is primarily to inform the subcom- ~ 
- uiittee of t 


1e objectives and activities of. the National Commission on 
Resdarch. Our findings and recommendatjons will be published’ at 
. ike may find our inquiry to 


be useful in its deliberations. a 


Before presenting the main thrust of-my remarks, I would like to. 
~ commend the cei? cane and particularly its chairman, for its dili- 


= 


eee 
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‘ “gent and ‘pernistent interest in the important topic. of. the proper rela- 


he 


© 


tionship between the Fpderal Government and the universities. The | | 


subcommittee and its chairman have established an enviable record of 
continuity of concern for a set of issues which have now grown to the 
forefront of public interest. The abtlitv—or the lack of abilitv—of the 


Federal Government to support reserrch in biomedical and. basic ~ 
sciences, and. to maintain. public confidence in these activities particu. - 


larly. that they are being well administered. is crucial to the physical, 
economic and sqcial wellbeing of every American. | - 


‘Fan not here to say that the members of the National Commission | 


> on Research agree-or disagree with the views expressed previously. by. 


the subcommittee as a result of its Jandmark oversight hearings on the 


National Jnstitntes of Health in 1961.°1962. and 1967. But T should: 


like to state. for the record that the commission applauds the public 
inquiry into the matter represented by these hearings. Further, it is 


_our view that such-exposition and discussion will likely accrue'to the 
"benefit of the public, as well asx fo the Government and to the. 


universities, 


Mr. Chairman, it is for these reasons that T \im honored to participate 7 


asx witness in hearings before the snbeommittes. _ - 


poration established dlbee papa recommendations ta improye 


the relatidnship between the Federal Government and: the Nation’s 
research universities, Its aAnembers include leaders from universities. 
associations, and industry. “Fliese members serve without compensa- 


“tion. We have no Federal officials, gs members; rather, we have estab- 
lished a network. of agency Hiaison persons froniach executive branch | 


mission agency concerned with aniversit y-based research. a 

"Additionally, our linison group includes représentatives of the Gen- 
eral Accounting Office. Office of Munagement and Budget, and ‘the 
Offices of Seience and Technology Policy. We also communicate regu- 


 Tarly with congressional conmittees with a jurisdiction which includes 


federally supported tiniversity research. 


We are established by. but are finanetally and organizationally sepa- 


search couyeils, including the Association of American Universities 


rate ire national higher education organizations and re- 


‘ansl.the National Academy of Sciences. The details of this arrange- - 


+ ment are provided in the materials which we appended fo the statement. 


: eer ourselves as independent from both the universities and the, 


Let me stress that we are not financially dependent on our establish. , 


ing sponsors. Nor do we-report direetly to them We receive our operat: 
ing funds primarily from a number of private foundations, suehr as 
the Carnegie Corp. and the Ford Fonndation. Thus. we have estab- 


Federal Government. We have done so inorder that wemight examine - 


‘Nhe interrelationships aniong the parties ig.s more objective way.) | 


_. However, we have maintained close working relationships and .co- 


_ operation with both the university rsearcl: community and the execu: - 


* tive and legislative branches of the Government. We have maintained 


' these ongomg contacts so that qur findings would be as realistic;as __ 
at ey sae and so that our recommendations: might receive serious 


4 


Log. 


Tho National Commission on Reséarch is'a private. nonprofit. cor) 


* 


be 
« 


247 be 
» We anticipate that our recommendations will propose actions by 
“the Congress, the Federal executive branch agencies, -by university 
‘associations and organizations, and by the universities themselves, 
oo EP owilktsperk brietly about the objectives of the conmmisajon. © .. 
... , Our overall goud is to make a positive contribution to the important 
‘relationship in supported research between the Federal Government, _ 
and the university community. Observers on beth sides have com-’ 
mented continually over the past. decade that this relationship has- 
deteriorated into an adversarial one. We believe this deterioration and 
* . . . . * A 
‘ adversarial relationship are bad for the Nation fora number of 
_Peusons, a. ee ee ee 
One reason, which may be of particular interest to the members of 
- the subcémmiittee, is that such ap adversarial relationship seriously im-. 
pedes thd ability te obtain purposes which Congress:has chosen in the | > 
_ Federal Reislation which authorizes and funds university research. 
* ~ . More browdLy, these: inipediments make more difficult the proper stew- | 
urdship relaQonship which Congress‘and the executive branch should 
ane qlo exercddyover public funds. It. is also bad for the universities . 
«themselves, whieh have an equal stewardship responsibility when they 
ans cartying out programs with public funds. : i A ae a 


Government purposes und university purposes ure distinct, but fre- 
-. ° “quently overlap. In our nation, research universities exist to discover - 
“how knowladge, to teach and disseminate what is presently known, and. 
sy. to serve their respective constituencies. Each research university. 


whether State-supported or privately organized, has its unique set of 
. constituencies to serve through its gencral mission of research -and ' 
ae. teaching. 3 ie Ci a er a 
_ As you, Mr. Chairman, and the members of yeur subcommittee are 
. well aware. these university goals are often. quite compatible with na- 
‘es * tional and Federal goals. These shared goals have led to the growth in 
the post-World War If period of a very large and complex system of 
Federal programs supporting university research. NotabliNpy its ab. 
. sence is a general Federal program for supporting university Yesearch., *: 
‘ ' Rather, the universities receive fuiids to conduct research for particu: 
Jar Federal purposes as specified by law. °° : li 
While T do not intend to dWell overly long on the following point, T . 
should like to etate for the record that the cammission believes thatthe 
\ - collaboration between the Government and the universitiés in support _- 
«of reseurch has been a- remarkably fruitful and’ successful one. Tt-ig 
the impediments to continyed success which are the subject of these , 
hearings and the central concern of our commission... — 
Within the context T have just described, the National Cémmission 
. on Research is examining the strengths and weaknesses of the rela- 
‘tionship and what the participants hope to obtain from it, and will | 
make a series of recommendations for improyements. These recom- 
os». thendafions will’ be made to all of the participants! "The Government, 
including the Congress, the. executive’ branch mission ‘agencies, and - 
oversight offices; and the university community, includin® the univer- 
"sities themselves, their associations arid-organizations, and individualy-.-— 
ee who administer them and who teach and conduct research within them. 
ee! We have attached to the printed copy of our testimony a brochure,’ 
which outlines these concepts. . a _ 


« 
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The comuiission ‘meets upproxiinately wonthly to conduct. its busi- - 


ness, Between these meetings, the members and staff are active jn meet- : 


ings with individuals, collecting documents, and preparing original ~ 
~vdocnments for the usecof the commission. Our monthly meetings are 
held in Washington or on selected campuses. around the country. At 
thes» méotings, we hear and discuss: presentations by invited speakers, . 
réview niaterials’ prepared by members and staff, and discuss among 


~, the members the.jnany issues under consideration. We also carry out 


“sinuhir activities in our several subcommittees. In addition to.fernmial . - 


incetings, we have extended our outreach to Government agencies, unis 


versity leaders, und the research communit¥ by direct letters of inquiry’: - 
and'through javiggsions for comments published \in professional” 
journals,’ ae oe ae he, 
» We have been -heartened by the positive reception to our efforts 
which we have received, Last ‘week, our anembers met with Senator 
Lawton Chiles of Florida. The Senator was generous with his counse] 


and: encouraged us to continue our work, é rs 
We have received excellent support and assistance from-the' Gen- 
“oral Accounting Office, Several of our members met earlier with the 
Comptroller General, Elmer. Staats, and his senior staff to-discuss. 
necommability issues, This was a miutually beneficial exchange, and 


Mr. Staats referred favorably to thé commifsign’s activities in a « 


recent major address on this topie which was’ subsequently published 
- to this article and had ifmade a-part of the hearin record. a 
The Winte House Office of Science and Technol ry Policy, which . 
Wis established by cotigressianal mandate? had -beén extraordinarily - 
supportive and “helpful. The Science sAdvisor-.to the "President, 
Mr. frank Press, had dinner with the comiission earlier this year and. 
encouraged us in our activities as well as made a number of helpful 


in Science niagazine, Ton derstand that the chairman earlier referred | - - 


suggestions, <0 os. 
ANther senior Government officials, including the National Science 
Foundation Director, Richard ‘Aékinson, and Acting Jindersecreétary 


a a 


© for the Departinent of Energy, John Deutch, have met with the com- 


Oy 
. 


“inission and encouraged its work, ve - es o 
We lave received d coniparible recéption from the university com- 
munity, Our founding organizations have beemextrcmely helpful and”. 
sipportive without.interfering with our-independence. 6. 4a. 
‘he staifs of congressidnal committees. and other congressional © 
“offices have also been helpful. T have already eited-the contribution of...’ 
the G.AQO. In Bke manner, the Library of Congress Congressional Re- - 
searety Service has provided instght and dssistance, The commission 
—* hasatveady cousulted, fruitfully with the staff of this subcommittee. 
We have also consulted’ with the Bonate staff memberson éhe Appro- 
pritions Committee, the Government. Affairs Committee, and the). 
“TTamai Resougees Committee. ~ Boy oy ™ 
* "Fhe exeeniting branch has been extremetyhelpful to us. ln addition | 
to the OSTP cooperation’cited above, we have had continuing consul- 
~Aation, with several oflices.in the Office of Management and Budget: 
“A Cdarge number of officials in mission agencies, like the National 
 Seience Foundation, the, Nadional Tnstitutes: of Health, the Depart-: 
ment of Energy, and the Department of Defense have beem generous -> 


= a 


mys 


jm their advice and assistance..We have benefited greatly from the. 
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views of the senior officials in DHEW Qllice of the Inspector General, 
ain office which this committee and the subcommittee chairman have 


“helped establish. 
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‘In. the ‘university conuuunity, we have received continyed support 


and advice from aur sponsoring organizations, as well as expert as- — 


‘sistance from other interested»or 


nizations. including. particularly 


the National Association of Colle 


— and their counc3t on fovernment relations. 


« ele 


fornia Institute of Technology; other ‘campus mectings are wlanned 


for the University of Wisconsin, Stanford University, the’ University 


The commission has already“had one campus meeting at the Cali-_ 


“of California, and probably several others. While our university-based 


memisrs.do not serve-as official representatives of their home institu-. 
tions, their faculties and:administrators have been generous with their 
‘advice arid assistance. oe , : 


AN: F 


The publications of tho- commission ate expected. to. be notable.in ; 


‘their brevity, We hope: to. issue short and concise documents with a 


heayy emphasis on findings and recommendations. ¢- _., oe 
Regawling the timing of our reports, we anticipate that.the deliber- 


ations of our.accountability subcommittee ‘will -be the first to produce 


¢ and University Business Offices 


commission findings.and recommendations. The. full commission, will | 


be considering these issues, and presently anticipates issuing its find- 


ings and recommendations ‘on, accountability in tho'late fall of this 


year, ~ ) 


” In addition to the accountability area, we anticipate issuing several - 


perhaps other topics. In.each of these areas, the commission has estab- - 
y out the investigation and to report its | 


lished a subcommittee to carry 
views and findings to the full commission, 


. ‘ . 


By issuing our-documents while the comnfission remains in exist-- 
ence, we hope to be able t6 affect their dissemination and implenienta- ° 
tion in a more expeditious manner than the conventional inethod of | 
issuing @ fiaal report and_then passing. out of existence, | a 
Tn suniniary, we have already undertaken extensive consaltation 


and collaboration jvith the university and Government. communities.» 


We liope that this will maintain our objeetivity and allow, us to present 


. recomendations which are viable and realistic, 


“orams by the exeentiye. branch of Government, and in policies, and | 


Mr..Chairmancmy primary niission today is to inform the subeom- 


other reports at. intervals of approximately 1_monthi to 6 weeks in“ 
duration..These additional topics will include: Peer review and other .- 
selection criterias alternative funding méchanisns; the industry /uni: 
versity/Governnient relationship’ in research; research ‘personnel de- 
velopment, particularly the development of young scientists; and: 


mittee about our existence and our plans. Because we have been in 


existence: for only a short. time, we do not. as yet, have findings ancl 
recoummendations te present to the Congress or to other interested pur- 


ties, att ded L believe that it isa fair commentary that ow work fo 


date will lead to conclusions that changes may be useful inal quarters 
involved ine federally plu aba research, This would include. recom- 
mended changes in legislation, in the adnitnistration of Federal pro- 


_ practices of universities and their faculties, 


* ' 
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Our decision to conclude qur activities by the summer of 1980 and «-. 
then go out of existence is indicative of our desire ta dedicate ourselves 
solely to the tasks that I have outlined. _ : ge ee 

At this point in our deliberations, I believe I can make the following | 

_' general observations on behalf of the commission. om 
First: We have found our subject nuitter to be sturtlingly:complex 
and highly variable from one Federal program to another and from, 
_ one university to another. The large number. of Federal fundin 
. . sources, each ‘with its unique program purposes and methods of ade 
ministration, creates a sometimes bea ldering array of program re- 
quirements for university participants. — ys * hae ae 

Also, universities, with their varying administrative patterns and 
management techniques, and their varying attitudes and traditions 

' “concerning faculty mghts and responsibilities, are often baffling to the 
_ ditinetne, Federal agencies and their management and ‘accounting 
“personnel, ie ere St gh og ee | 
'. Second: As a result. of these differences, there often exist gaps in | 

the understandinggpf participants inthe needs and purposesiof the” 
‘other sector. For example, an-otherwiso experienced and skillful Gov- . 
ernment official may lack a current understanding of university en-* ‘ 
vironment, while an otherwise competent campus-based researcher may 
‘be ignorant of the legislative purpose underlying the grant which he , 
-has received. | 2 "a ye 
a. Third: We anticipate that our fecommendations will include some 
_’ elements which require an-extended duration for their implementation. 
- . Webselieve that some actions may be initiated promptly but will require.’ 
many years for their full qffects. to take, place and’ to reap the pnitici- 
pated benefits. a. a a 7 
Fourth: We are hopeful that the cammission will have a catalytic .. 
effect simply by creating a large number of throught ful. exchanges 
among participants in.the Federal-university relationship which are 
absent of adversarial character and which are undertaken with a posi- °. 
tive and mutually agreeable goal-of improving the relationship and its 
results. ts oe : ee ie 

We already see evidence that this process is beginning. We are im- 
pressed with the goodwill and the desire of people from Government, 
agencies and those from the universities who -have appeared before 
our commission to.improve this working relationship with a view 
toward increased research productivity on federally. funded projects. 

_ Mr. Chairman and members of the sn ommittee, T have appeared to-. 

’ day in order to alert you as to our activities, I shall euacled: my state- 
ment in two ways: first, by an offer to be helpful to the subcommittes. 

-.. -in its deliberations in any way you may find: efictal, and; second,to. ~~ 
request the appropriate opportunity to-present our findings and ree: | 

ommendations to the Congress when they have been completed. — 

It is our sincere hope that our presentation today has been of some 

. . , assistance to your subcommitigs, but equally that we have whetted your 

“appetite forthe findings and recommendations which we shall produce 
- in the coming year. . ae ge se - 
Mr. Chairman, on behalf-of the commission, I.wish again to thank 
you for the opportunity to appear here today. My colleague, Gregory’ - 
Fusco, and I would be pleased to attempt to.answerany questions'which 
you may have forus | ie 5 oe A ‘ 
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. Mr, Foonman. Thank yo 
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Dr. Sewall 


description of the background and ongoing work of your commission— 


: for a very comprehensive — 
its origins, objectives, and. methods of operation—and-an indication 


Without objection, the additional material 


be included ‘in the record:at this point. 


» that you will have some findings and recommendations in the future. 
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National Commission gn Research | - 


2600 Virginia Avenue. NW. . °* 
_ Suite 105 : 
Washington, O.C. 20037 . 
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THE NATIONAL COMMISSIQN ON 
RESEARCH is a private, non-profit Cor- 
poration established to examine the re- 
lationship between the Federal govern- 
ment and the research universities and 


to suggest improvements. + 


Objectives: ; 


* The Comamissaon members are develaping a series 


“of position: papens which will describe the govem- 


ment funding process and uni j Wwolvement in 
research over the past thirty years. Bised on these 


studies, the Commission will make recommenda- 


tions for polgntial improvements by all terested 
a ial investigation inchude the fol- 


ae 


© Scientitic, administiative, and fiscal : ; 
acyountabdity : ai 


ae fees review and other selection criterias 


© Aktemative funding mechanisms and Sg 
mbtrUmERis: , 


O ‘lndusiryauniversity' government rela ships ; 
: © Development of research penonnel, iM Listing 


young mresuehors asd no sda track | 
faculty; i : 

© Extent of agency involvement in sechnical ‘ 
monitoring, control of reseatch and the) ; 
publication process; 

© Pobtical and social factors ‘thet ree 
supported research, and (he enyonment 
required for research to fhoasish. ; 


Over the past several years, the relationship be 
tween the Federal government and the research uni 
versities has berome increasingly adversarial. Per- 


' 


"sn both within the govemiment agencies that find 


fesearch and within the universities that receive. Management and Budget; the General Accounting 
yome of those munies have become toncemed Office; and the Offge of Science and Technology 
PE aiatis effects of the deterioration of the relation- “Policy. . ie ‘ 
; — a eels 
i a 
a my 
aa in . 


ship. Goverment. involvement ia the support of 
research at these academic ynstitutiong has in- 
creased, ab have the paper 


In an attempt to solve problems inherent in"the 


government funding mechanisms and to improve 


the understanding between goverment agenci 
and univenities involved in research, the Natic 
Commission on ch was founded in the iitter 
half of 1978 by the Association af American Univer- 


sities, the National Academy of Sciences, the Amer- ; 
ian Council ont Education; the Nitlonal Association 
of State ‘Universities and Land-CGrant Colleges, the | 


Social Science. Research Council, and the American 
Council of Learned Societies. The Commission is 
funded through grants from several foundations, tt 


. works independently of ts founders to examing the 


process by which the Federal government supports 
academic fesearch and 10 propose changes de- 


" signed 4 improve that pracess 


at 


Members: . ay 3 ee 


Twelve leaders with backgrounds in education, 
business, and goverment have accepted appoint- 


: .. Ment as unpaxt Commissioners and face the cthal- 

" enge of accomplishing the above goals in aretatively: 
' short period of time, with’ target date of jume; 1980. 
Wilham H. Sewell, professor of sociology at the Uni- 
venity of Wisconsin, serves as Chairman; and Cor: | 


nelius J. Pings, Vice Provost and Dean ai, Graduate 
Studies at the California Institute of Technology, 
serves as Director. A listing of other sealieaae ascalilid 
asad stafi members i is attached. , . 


Liaison persons to the Commission have been 


_Wentified by several appropriae goverment agen-, 


cies, including the National Science Foundation; the 
National Institutes of Health; the Department of Der 
fense; the Department of Health, Education, and 
Welfare; the Department of Energy; the Office of 


. , x “ 1s 
4 ee ss 


, Fegulatons, and -. 


a 


Method of Operation: 


ee have been appointed to invest- 


- gate wach of the basic BAUS and to draft position 


papers for discussion by the entire Commission. in 


vaticitiun ta surveying the available berature, sub- * 


Comatee members and staff meet with appropiate 


" OWRR NEN Offs bale, Dusen leaders, and educa 


their views on 


tus. AT monthly meetings; inwiod speaken apmedae 
WO aspects of the listed tapics 
OF On the broad purview of the Cormmiasion. Liaison 
With UMerOUs government agencies is maintained ' 
through telephone contacts, correspondeme, and . 
attendance at Commaision meetings which are heid 
in begs cig Of un selected unmersity Campuses. 


a te 


The Coimis sin will publish and disseminate 2 


_serley of position papers reporting On the condu- 
"sions fram, the investigations inte the rehationshap 


between the Federal government and research uni- 


“+ vensities. Specific recommendations for improve, 


ments in the relationship will be ets secuons 
ea ait aa : : : 
/ 


| For Further ine: 
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Should you dese more detaied information on. 
the National Cos missan.od Research, please con- 


“tact the Washington otice located a 2600 Virginia 


Avenue, N.W., Suile 1003, Washington, D.C. a007. 


The lepine number is (202) 337-700. 
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Willies D. Carey 
Executive Danector’ | «« 


Ametivan Atmovation forthe Advancement 


Science 


Philp F. ‘Cohen 
Professor Ementus 


‘4 


Department of Physictogical Chemistry 
bgvbetsla of Wisconsin Mecca Canter, 


pees Canon ; 
President Emerigus 
Camel) University 

Edeord E. David, fr. | 
President 


Exxon Ravaarch ind tginearing Compost) 


Cadi Kaysen (Consuking Member) 
Vice Chairman and Dwector of Research 


The Staan Comeniesion on Government and . 


Higher Education 


Donald N. Langenberg, | 
Professor of Physics 
University of Pennsyjvenia 

"Professor omen 
Yale University 

Chartes A. Mosher 
Public Programs Manager 


American Asgociation for the Advancement of © 


Stience 


Cometus |. Phags (Director). 


Vice Prowost and Dean of Graduate Studies 
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California institute of Technology — 


Willinen 1. Sewnil (Chaieman) | 


Professor of Soci 


University of Wisconsin, Madison 


Adonte C. Throdahi 
Senior Vice President 
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linda S. Wikor 


Associate Vice Chancellor for Research 
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_ Mr, Fountain, I assume your accountability subcommittee has not. 


arrived at any preliminary findings and recommendations Which you 


‘can share with us today.” _ . tat « 48 
Dr. Sewxrs. No, I think not, Mr. Chairman. They are reportin H <4 

_.ta us at. our September meeting on their preliminary findings. ‘We 8 

are hoping to work over those findings rather thoroughly and pod, 


sibly have a draft by November—s finished draft—which we would 


- be privileged to submit to your subcommities.. 


fad 


- Poses, such as preventing disease and promoting the public health. 


“Answer, nae , 
I have spent some, 42 years asa university professor..and I have 


“not personally believe that the 


Mr. Founraix. You noted on page 5 that Government purposes 
and university purposes are distinct, but frequently overlap. I think 
this is an important point that is not always fully understood, It ig 
because of the differing objectives that the ned for financial account- 
ability arises Yee Oa Bh. 
Would you agree with that observation? __ , 
Dr. Sewexn. ‘I would. 
Mr. Fountaryx, You also noted ‘that the Fede 


‘al Government does 


the existing research support is directed. to partik 
It is also true, is it not, that support for those particular Federal 

purposes ‘is Badoowee mainly through the project system| which fur- 

ther limits the way in which universities may spend the funds?.. 
Dr. Sewers. Yes, indeed, that is true. For the most. part, Federal 


awards are eae response to app enon by faculty members, and 
.processed_ ghrough might say that it is hot a com- | - 
. pletely @Mlependent system for the faculty. Applications: are then - 
sent to those agencies for their consideration. . 
’ Tt is certainly my understanding, and T believe that of most of the. 
‘members of our commission, that there is an obligation to’use those , 


the university, 


funds according to the purposes that the Congress has specified. 
Mr. Fountarn, Is there any stfong sentiment in the academic 
community for a program of general support for: scientific research 


in_ universities ¢ 


-not have a puenien Wiaitues for supporting university research, that 


Dr, Srwrir. That, I think, is a rather difficult. question for-me to . 


been active with the National Science Foundation. and the National 
Tnstitutes of Health. I think I was at one time or another a member 
or chairman of three different study sections and advisazx committees. 
T do have a sense of the interests of-the university,cammunity. 

And T obviously cannot 7 nae for the-National"Commission. I. do 


a basic change by which there would be general, and legislatively 


_ determined support for university research. . 


In general, I think the major mechanisms that are now. in opera- 


tion—the ‘project. grant system being the major one but also others. _ . 
such as legislatively determined formula:programs with agricultural * 
experiment. stations, constitute a rather large and efficient system of. . 
‘ways in which the Federal Government supports research. 


university community wants to. make © 


T think we need to ee those mechanisms wherever egret sO ° 
so 


that the greatest research product comes out of them. T a believe 
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that we have to try senstantly to think of innovative ways in which — 


_ Tesearch can be supported. . 


At .the: present moment, this commission is considering those ways. 


_In several of the Government agencies—NIH and NSF—they are 


trying some experimental mechanisms for ‘regsarch 


« 


yrograms which 
we will carefully monitor.and evaluate, We will probably make rec- 
ommendations to the Congress, if legislation is necessary for the 
further developnient of these programs. | . 

Mr. Founraty, I might say, in this connection, that Congress in 1972 
enacted & program, with which you are familiar, of gencral support 


Frants to State and loca] governments, ‘known as general revenue _ 


Dr. Sewer Yes. es oe Sk ad 
Mr. Founrary, While this program is. enthusiastically backed by the 


*, Governors, mayors; and county officials, and F have supported it, the’. 


Congress appears to be having somo second thoughts on this Federal 
commitment of almost $7’ billion a yéar, primarily because of our. 


"present budget situation. Consequently, it might even: be difficult to 


funding source which 


cy 


extend the revenue sharing program which expires in September 1980, 
T relate this experience to pgint up the dangers of institutions, like 


State and local povernmen hécoming overly dependént on a large 


ress can terminate at any tithe. 

Do you"know from the commission's studies whether university 
investigators. would favor broader forms of Federal research support, 
such as institntipnal or department grants? ~. 


Dr. Sewers. T cannot say as yet from the commission’s study. We . 3 
AN examining this’ issue through our Subcommittee on Alternative 
Funding Mechanisms. From my own experience, I would say. that 


investigators generally are comfortable with the present system of 


' Support, particularly that part in which they make the a plication, 
even though it goes through the university and even though the univer- 
sity is responsible for the funds that come, I think that is probably . 


_ proved to be quite spectacularly successful. 


the preferred technique usyfar as most investigators are concerned. 
On the othey hand, I have encountered at my university and in my 
experience some people, who have different views. Some people woul 
rather have.mandated funding, dependiag upon thetr own experience 
in formula-typeé grants ; ea % a a 
I think that, in general, the granting system that is available has 


we have had increased difficulty in the administration of. the system. 

Te was much easier to manage when it was much smaller, obviously. 

_ Mr. Fount. Thank you very mueh for yourstatement, 9° > * 
We would-be very glad to get the benefit of thé results of your figd- 


~ Jhgs and also your recommendations. - 


O_ 


I think the one key ingredient of your commission which impressds 
nie most, on the basis of the way you have described it, is the fact that 
it uppears to be free and independent: I think too often committees. and 
commissions become ar arm or a means of special interests to accom- 
ve a given purpose. Your description of your commission would in- 

icate that you are free to express your views uncontrolled of unsuper- . 
vised, and not subject to being overruled by anyone who may have 
made contribution to your labors. . aes 
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think that over the years ‘ 
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; "Thank you very much for coming before us. We were Aslighte to” 
ave you... + 
- Del Sewenn, Thank you. 


You may be sure that we will continue to exert Our " independence. 
. Mr. Founvary. Good. 


ae — The subcomnuttee stands adjourned subject to the eall of the Chair. 


| Whereupon, at 12 noon, the aubeommitice: ad anuenee to reconvene 
. subject. tothe bea of the Chair] 
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APPENDIX — 


|... Marextan Susmirreo ror Tur Hxearrnas 
ER | 


"the following statement was submitted for the record by Hurvatd University,’ 


September 10, 1079.] 


My name is Thomas O'Brien. I am the financial vice president of Harvard Uni- 
versity, a position I have held since January 1077. Before joining the staff at 
Harvard J held a nutuber of positions tn Government and taught economics at 
Brandeis University. My responsibilities at Harvard include the udministration 
of research grauts and coutracts and the Univeraity’s accounting and control 

" wyshemn, 

"A great deal of criticism has been aimed recently at-the way in which research. 
universities Aecount for Federal funds, Some of:that criticism has been justified; 
wuch of it bus nut, Based in large measure on misunderstanding of how univer- 

- sities-function, it bas tended tocreduce what was ounce a research irtnership be 


- tween the Federal. Government and tniversities to a purchaser-aupplier relation- ¢ 


ship whieh seems to become ever more adversarial. ; 
At the sume time, Federal auditing procedures huve been criticized by the 
Congress and by. the Gentral ‘Accounting Office. Congress is frustrated in {ts 
“demand for assurance that Féderal research funds are being used ag intended 
and managed as required:: Universities are wary of Federal auditors, worrled 
about adverse publicity, and pressured to spend ever scarcer funds on more . 
administration, the least productive and least popular of all activities. : 
I ope that these bearings and the recommendAtions which stem from them 
will start to reverse these disturbing trends, I havé-no filusions, howevey, that 
this task will be easy. As we work our way out of this: frustrating situation all. 
Porties are .gobig to have to understand each other better and each must find the 
flexibility to experiment with igagjnative solutions to the very complicated — 
- problems we both face, ' . 
We do start from the sume point, however, The need for accountable steward- 


~v ship of the several billions of Federal dollars granted to universities every year 


. is Well revognized and accepted. That recognition andaceeptance is nothing new te 

- aH! Universities baye long bad a responsibility to assure that they adhere to the - 
“pequirements of ovtside. sponsors. Our fiduciary responsibility is one we Dave 
necepted for centuries and have carried out with distinction. Increasingly. ac- 
counting ia being confused with accountability and that confusion is bringing: 
academic research und the Federal Government Jato canfiict. When relatively 
diiple. accounting errors ary magnified into a crisis of accountability, everybody 
losen, P , : . 


To a large extent. the way in which fhe various agencies of the Government wet 


award competitive project grants already ensures broad accountability. The 
peer. review system works well in selecting. promising projects. Program reviews 
and reportlig requirégients eusure that the results of the research inect the 
critetia of the grant. Hbwever, the very nature of the present highly competitive: 
system of awarding research grants, a system which ensures the quality of both 
‘the winuing proposals and resulting research. is complicated by accounting: re- 
quirements which. force. us to compartmentalize coats and add administrative 
: shades in a nanuer that is often incongruous with the structure of a research 
university, ae ; wan ; ‘ 
"Af Tlarvard, we must. be able to demonstrate that every dollar expended in 
some 2,000 Federal grants a year wan spent for the benefit of that project neeord- 
ing to all regulations, We must be able to provide detailed time and effort records 
to justify salary expenditures. We are trying to do that ‘and I belleve we are 
wacceeding remarkably well. ee % : ye 
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We have some dificulty, however, in succeeding totally because of the very 

_ ature of a university, Accounting standards for time and effort; for example, that. 
_, are appropriate for a Government procurement contract with an deronauties firm 
to produce a specific piece of hardware are probably not appropriate for a medical 
research Kraut, Often, the time speat by a medical investigator simply does not 

‘breuk down very neatly. A doctor doing kidney research on a National Justitutes 
of Health grant may spend 2 hourw with « patient on dialysis in a teaching hospi: 
tal accom palied by .a post-doctoral student who is assisting him in bis research. 
Kxactly how does he charge that time? Is he teaching—is he practiclng -' 
nedicine—tis he conducting research? Probably all three. 

- But io making this familiar and traditional argument—-in defending principal 
investigators from filling detailed time reports—I believe we sound selfwerving 
and miss the res! point. ‘The case wade by the General Accountlug Office and other 
Cougressjoual inquiry shows that both Federal audits and private CPA audits of 

‘untversity research management leave much ty be desired. The goal of the Federal 

‘auditors appears to be tu Justify their existence and proye their worth by finding 
disallowances. while the accounting firms certify only that the tluancial state’ 
ments of the universities are materially correct. Federal audits ate also notorious- 

e ly deficient in offering constructive criticiam of university accounting systems 
und control procedures. Public ‘accounting ‘firms ag part of thelr’ annual audit. 
glso provide management letters of widely differing degrees of specificity aud 

: quality. Normally certified financial statements do not assure that Federal resareh 
funds are accounted for and controlled in accordauce with all contractual regy- 
lutions ;that ts not their purpose. ° : 

False reassuratce among university trustees from the aunual audit and couiter- - 
productive incentives for Federal auditors combine to produce a system which - 

_ nay serhously damage basic scientific research and science education in the United 
States. The current, problems must be resolved’or the public's belief that univer- . 

. wities stand for something more than mere self-interest apuld be lost and research 

- and eduéation may be fundamentally handicapped. | 

“©. It might be’ more ugeful at this point to move from these general comments 
to our own recent experience. In 1978 auditors from the Department of Health, 
Education, and Welfare reviewed detailed uccounting for Federal programs at 
ifarvard. We have received the first part of their draft report. It eévers the years 
1075 to 1077 during which $37.1 million was expended under Fedetal grants and 
contracts by our school of public health. ; 

The incomplete draft recommended that approximately $2.5 million (7 per- 
cent) In costs be disallowed because they could not find documentation to support 
the charges. We expect this amount to be reduced significantly after we have 
had the opportunity to present additional {nformation, whieh, ineldentally, was 


available during the audit. Further examination of our records -will support — . 


most costs which the auditors were unable to substantiate. We will cite Federal 
-reguladous that support our actiousx and we will find and present documenta- 
tion that the auditors fulled te identify. When we have prepared our detailed 
respouse fo the uuditor’s findings, T think that HEW will accept and approve 
- _ aS perfectly legitimate the lLirge- majority of the charges questioned. Unfortu- 
nately. the stigma of the early. report ig Hkely to remain and those responsible 
for negotiating a final settlement muy be castigated as having somehow been less 
vVighlant than the orlging| nuditors, not simply better informed. 

' The following examples of mistakes we have found in the audit show how 
the Federal auditors approach leads to final settlements whieh are small when 
compared with initial “fthidings,”’ : 

2, Theraditars recenumenled fhe disallowance of 12 transfers totalling $19,000 
(extrapolufed value $233,500) despite the fact that the charges, which were 
erroneous, “had bee correctly transferred out ef the graut accounts by school 
of publie health adininistrative personnel well before the auditors began their 
review. The auditors justified their findings in these Instances with such state- 

“menin as “this entry: Was made in error. It was eventually corrected on Febra- 
ury 28, 1077. Since the erroneous entries fell iu our statistically ‘sampled journal 
wifries we sust consider it to be a hbad entry” and “Transfer. was found to be 

_ in error as evidenced by eventual transfer out of non-Federal aecouut 3175 
on Janiury 28, O77 by journal] voucher 2844. For the purposes of this statts-- 
tem stimpye the trarisaction such as this one when found to be erroneous, 
whether or not it is reversed or corrected aft a later date, must be considered 
unalldwable”) In other words the sample was not taken of final university _ 
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accounts but of rly uncorrected accounts before our own system had com... 
pleted its work. ‘divallowancexn such ax these were to go unchallenged the 


Government would be requesting repayment of costa which were not even paid 


by the Federal Government. It is difficult to. understand and fmpoadhle to 
‘geeept reasoning such as this, a , 


2. The auditots recommended dinallowlug $28,400 bs coats (extrapolated value 


‘i: 40,000) because: 


A. HEW approval had not been received, 


I. there was-an overrun on the original account charged and au underrun 
to which the transfer was made, and -- 


C. the transfer was to an account terminated in 1974. | 
In fact approval was received to charge the prior award ay evidenced by the 


‘principal fuvestigator’s memoranda to HEW. While the auditors were correct 


‘that there was au overrun on the original account, in fact a substantial part. 


’ was underrun. The transfers were made to correct the error. The original grant | 


period of a noncompeting continuation grant... and may charge such costs to” 


of the costs invelved should have been chargvd to the original account which 


in fact did not Glawe until 1977 aud the unliquidated obligation, of which HEW 
was aware, was carried forward in accordance with Goverument procedures. . 


.. 8. In two tnstauces, the auditors claim that transfers of costs from grants 


to noncompeting continuation grants are not allowable. The Public Health Sery- 
fees own grant policy statement states that “a grantee may, at its own risk, 
incur ‘obligations and expenditures prior to the beginning date of the budget 


that coutinuation grant.” The risk to the grantee is that the continuation grant 


will not. be funded, in which case.the grautee cannot recover these funds. In; 
the instances cited, however, the continuation grauts were. funded and the trans- 


fers followed Governiment-mandated procedures to the letter. 
4.-The preliminary report. comments ou expenses of $102,300. incurred under 
one grant for services of persounel at a university in Israel by saying “Documenta- 


‘thon was not uvailable to either support the propriety of the rates of salaries 


pald or whether the services were rendered.” However, the University's, files-— 
which were available to and reviewed by the HEW auditors—contain statements 
signed by officers of that university certifying to the amount of personnel effort 
allocable to thin project. As the entire basis for this project involved cooperation 
between Harvard und the university u question, and as this cooperation {s doc- 
umented throughout both. the project proposal and reports, it is difficult indeed 


to uuderxtand why there are questions ax to whether the services were rendered. _ i 


: se ‘The preliminary audit questions numerous charges to research grants for 
NA 


vices of corisultants on the grounds that documentation of the need for these 
‘ vousultants is not present. Yet in many of these cases, the need for the con-. 


sultunts, together with the names and qualificationy of the persons to be em- 


ployed, were included in the original grant application and were part ‘of the 


basis on which the grant was awarded. Unfortunately this penchant for ques- 
tioning after the fact items agreed to beforehand is one of the continuing prob- 


lems universities have with Government auditors. ut a 

On a broader level the audit of the School of Public Tealth exeriplities many 
of the problems already .decymented in reports from your full Committee on 
Government Operations and from the General Acpounting Office. The difficul- 
tles we have experienced include HEW's delays {nu inithating, executing, and 


reporting the audit ; its refusal fo Keep agreements on noftf{fication and communica- 


tions; ite fallure to use or eyeu fo take uote of improvements in our systems to 


account for Federal grants; and its specific errors and oversights in actually - 
‘Making the audit. The fact that these problems are so genetal suggests that they 
result from much more deep-seated causes than the qualities of individual 


auditors or their management. 


The Controller General's report. to Congress, “Grant Accounting; A Maze of. 


Inconsistency, Gap, and Duplication that Needs Overhauling” (June 15, 1970) 
points out some of these underlying weaknesses in the Federal audit process : 
(1) inflexibilities and inconsistencies in grant audit laws and agency regula- 


-tlons, (2) the uncoordinated Federal approach to grant uuditing, (3) the poor — 


use.and possible shortage of audit resources, and (4) the failure of the Govern- 
ment to see that its grantees make or Lave audits made that satisfy Federal 
needa, The report alyo mentions problems fn the Federal audit process, noting 


that auditors take wi insuffleiently broad view of the institution being audited - 
and goes ou ta eriticize auditors’ fajlufes to inelude meaningful surveys of the 
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- capabilities. - : : ; 
The report by the Connnittee ou Government Operations, "Failure of Govern-. 
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inatitutions’ exis ‘ 


went Departiients and Agencies to Follow-Up and Resolve Audit: Findings” 
(House Report 6-279, June 18, 1979, p. 21) notes that “‘coutract auditors, in their 


" gdvisxory role to the contracting officers, gouerglly feel that they have discharged 


their responnibility wheu the reports are issued and the recommendations made 


:, to the procurement office.” The role of the audit agency ix concluded at this point, 
"und other IEW representatives conduct negotiations to conclusion—couclusions 


that have typically docunented that most of thut money was in fact well spent 
and well uccounted. Some witnesses. have implied that in such cases the resolu: 
tlon process in at fault rather than the audit process, whieh seems, rather like 
condemning the Jury for a verdict of not guilty rather than faulting the prosecutor 


7 for baseless accusations, -  * Ss 


* Mveryone involved agrees that the HEW audit agency: does not have the re- 
Noreen to conduct annual audits of each grantee. In fact; it has not even been 


ig wystelus of Snaucial coutrols and sTant mapugement | 
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possible to establish a schedule of rotatlon among institutions or umong years or’ 
‘ depirtment activities at a particular institution. As a result, people at the — 


dnstitutions see auditors so infrequently that they do not understand the purpose 


“of their activities. Similarly, auditors: visit any one institution #0 infrequently 


that they must relearn their “Job with each new audit. They have uo standards 
Reuinst which to conduct their audit. Inagine the effect if.a private corporation 
were audited so irregularly and infrequently that new staff conducted every 
audit. The result would probably be horrendous-—more effort would be spent in 
trylug te understand the systems dhan in uccurately identifying and proposing 


solutions to probleme, ; : 
Our experience af Harvard leads us to the perception that the Federal auditor 


seex his objective not to review the quality of research maAvagement but.to find: 
dixulowances. But this dees not have to be the:case. For example, while HEW 


has been auditing our school of public’ health, NEE has performed a review of 


expenditures in one department of our’ medical school, The comments made by’ 


the auditors » who teviewed precisely the same university ‘systems—are similar 
in direction but widely different in degree. Bssentially. the’ sane areas for 'po- 


* tential improvement are cited tn both audits, -but one concludes that. funds have 
heen Well managed while the othefeoncludes that they have not.. In essence, the ° 


question becdines one of degree. how good is good enough? What is the standard ? 

Ih aur most recent fiseal year, Harvard expended upproximately, $90 million 
under federally sponsored agreements, About 250,000 charges"were made to our 
accounting system to accomplish this--an average of approximately $860 per 
charge. [f an auditor reviews all of these 250,000 charges, some will inevitably 
be in error, Towever, if an auditor samples 250 of these charges, one-tenth of 1 


“percent, and finds only three of them in error, ean one then legitimately conclude’ 


that there is an error rate-of slightly more than 1 percent and recopunend a $1 


million dixatowance? In that really what is intended? [ft wowld seem that a 
complex system that worked correctly 247 out of 2960 times should be eompll- 
mented rather Hath penalized, ’ — 

The overwhelming weight of professional opinion is that the objective of an 
nudit: should be to review financial control systems toa assure that they are 
designed to fulflll all the tiduciary reqyirements that the grantee has accepted 


- tind fo assure that those cortrol systeiix are working as designed. It would be 


More couxtrietive Hf.auditors were!to report on (he quulity of researeh manage- 
meht abd tnake suggestions for improvement. While they should eertiinly object 
strentionsty to any perceived mismanagement and fnsisf upon chauges or refunds 
When they are right. searching for disallowanees should not be the principal 
objective. The proper goalof both the government and the itistitution is to deter- 
mine the adequacy of management and correct it if if proves inadeqnate... 

In this way, a university grantee will see the audit in a far more positive 
light and not feel forced Into-a defensive position, Discussion of thhancial man- 


agement ean then aasmme the aune positive tone as do discussions with program 


officers aver the substince of the research, 
T believe that an ideal system of Government audit would focas on reviewing 


“oan institution's cantrot system for wanhaging Federal funds and they certifying 


that those systema are or are not adequate to assure that dil grant and con- 
tract reqaripementn are adhered to. The emphasis would be on identifying, 
penalizina. wid correcting weak systems. After the Goyerninent certifies: that 
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an iustit ution’ s RyStenD ine ‘apable of ineeting Government standards ot Account: 

abllity, auditors would still be able fo review Individual transactions, moniter 

accuracy and doc umeitation, and ensure that the system worked as intended. ° 
}Sy shifting the emphasis toward understanding, criticizing, and {improving 


_ dustitutional nancial systems, the Government would be promoting efficient 


stractural change. The current system fails to do that. 

We ure conducting an éxperiment with HEW aud a public accounting firm 
that is designed, in part, to explore this area. We expect it to provide audits 
that #re even more timely, complete, professional, and accurate. We hope that as 
thin objective is achieved we can avoid serimonious charge and countercharge 


“and raise the level of discussion to that of a reasoned understanding that makes 
. a effective partuerskip. 


Despite our proble I hope it in clear that I do not believe the present 
situntion ix hopeless, Despite occasional acrimony and misunderstandings I 


sincerely believe we are probably a fot closer to resolving these problems than. 

we were only a few short years AKO. A review. of the. testimony you heard in | 

July supports that optiniism, a 
De. Max Binkley from Colorado State deseribed ‘hie nov ement foward ss ceciay 


accountability at universities all across the country. 

Chaucellor Alexander Heard of Vanderbilt outlined for the subeominittee the 
recent experiments permitting “master grants” between: the National Science 
Foundation und six participating universities. 

‘Thomun Rartlett, president of the Association of American. U niversities, hoted 
Senate legislation to encourage NIH to make experiments similar to those of 
NSF allowing some logical pooling of funds within departments or on related 
projects. 


Henry Kirschenmann, Director of. the Office of Grant and Contract Fingneial | 


Mangement at HEW commented approvingly on OMB's recent efforts to forve 
“Federal mouitoring to focus more’ on programunatic resiilts aud overall cost 


-effectivenens—while getting away fron the old - ‘green eyeshade’ prevecupy tion 


with input details.” 
And flually the ereution of the National Conmnission on Research offers a 


natural focus’ for university, and Government officials to work out the com--: 


Diexitiesetbnplementatton in an atmosphere of mutual Aendeent snag und ap- 
preclation of oar conimon goal, 


That goal is 4ective and siccountable research. Thangh we may approach it . 
perspectives, we ure all working to the same erd. As long aa |: 
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aight of that, TP believe we will always he able. to resolve the 
at way arise in pursuit of the goal. 
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